06012943
MICROFICHE CONTROL LABEL
REGISTRANT'S NAME ngwln Do Prer lncepe fond
*CURRENT ADDRESS =~ __ s /F) ; ch road  Lh _qj
- ' ' - fu\\‘}@ 9&0
La Aclon Ordor:o
. 7
**FORMER NAME - , _NsA  SAY Czixkxaﬂa
«+NEW ADDRESS -
D PROCESSER -
319009 oo fofos -
 FILE NO. 82~ . - ‘FISCAL YEAR .“11"3//;3”’
. Cor’ﬁpmc for".(n&thl submisgions enly ** Please mote name axd address changes

12G3-ZB (INITIAL FILING) ’ AR/S (ANNUAL REPORT) a3
12G32BR  (REINSTATEMENT) \ STPPL  (OTHER) | J
DEF 14A (PROXY) ‘ f

OICF/BQ: ,//;%%;1'

R i e R



ﬁ
® )

- I
| Iy U
."r; -t &’ :
— : : \> .;—\:
o SRR 0
| =5 T g
| SRR
‘ I
|

COUNTRYSIDE

2005 ANNUAL REPORT




COUNTRYSIDE POWER INCOME FUND » 2005 ANNUAL REPORT




CONTE]

Corporate Profile

Financial Hvighlifg;htsj

Overyiew ’
Mess;“ge from the Chairman - M ment's Responsib | Finoncial Statements
Message from the CEO & Auditors’ R b Unit Information -

Assel Overview




{
i

i
i
l
i

COUNTRYSIDE POWER INCOME FUND + 2005 ANNUAL REPORT

» POWER

of Growth

COUN;’RYSiDE POWER INCOME FUND DELIVERED SIGNIFICANT
- ACHIEVEMENTS IN 2005:

.+

Raised unitholder distributions

Executed growth and diversification strategy by acquiring

natural gas-fired cogeneration projects in California

Completed public offering to reduce debt, improve balance

sheet strength and increase markert capicalization

IIﬂpl‘OVCd governance prac tices

Delivered increase in distributable cash flow per unit
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of Stability

LONG-TERM REVENUE AGREEMENTS

+ Ensure revenue stability and diminish fuel price risk

DIVERSIFIED PORTFOLIC OF ASSETS AND FUEL TYPE

+ iIncreases cash flow reliability and mitigates operating risk

EX?ER?ENCED AND COMMITTED OPERATOR

+ Long track record of successfully managing all aspects of

energy generation projects

CdNSERVATiVE CAPITAL STRUCTURE

!
+ Supports growth objectives and cash distribution stability
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Countryside Power Income Fund
was created o enable investors ro
benetic from the rapidly growing
market for independent power
generation and utiliey-relared

infrastruccure in Norch America.

Counrryside’s solid cornerstonces
pro\'idc a strong toundation for
cash How sustainabilicy with an
opportunity for groweh in
diseribucions through incernal
Cxp.’lllsion .”]C{ new il]\'CSrn]L‘an.

The Fund generares reliable and

v

revenue agreements. These asree-
mentes are wich invesoment-grade
customers and include provisions

thar mitigate fuel price risk.

predicrable cash flow from irs assd|

base through underlying long-tern

file

The Fund’s Manager is experienced
in power plane and utiliry develop-
ment, operations and finnncing.

A board of independent rrustees has
primary responsibility for oversight
of che Fund. The Fund’s corporate
governance pracrices are compliane
with cach of the Canadian Securities
Administrarors’ Guidelines tor

CO[’})OI'{] te GO\“CI'HJI]CC.

Countryside Power Income Fund is
headquartered in London, Oncarie.
[es unirs rrade on the Toronto Stock

k Exchange under the symbol COULUN.

Countryside has a diversified porefolio

‘ of power assers across North Amefica,
including INVESINENTS in two cogel
cration projects, two districe cnergy
systems, and 22 renewable power

projects. The Fund seeks to produ

~

power and energy by using narural
resources more efficientdly and with|

less environmental impace.

( page 2) 1
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CIAL highlights

REVENVE AND ADJUSIED ERIDA™
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PAYMENT DATE

Countryside makes monthly cash distributions payable on the last business day of the following month.

*267-day period ended Dacomber 31, 2004
(1) Adjusted EBITDA (earnings before interest, income taxes, unrealized and realized interest rate swap and unrealized foreign
exchange gains and losses, and depreciation and amortizacion) and distributable cash are non-GAAP measures. Please refer co

the MD&A se:tion on “Non-GAAP Measures”.
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COGENERATION
FACILITIES -

In June 2005, Countryside Power
Income Fund acquired rwo natural
gas-fired cogerderation facilitics
tocalling 94 111ég:1\\’.1rts thac are
located in majdr merropolican areas
of California. ¢ogcncmrion is a
tcclmolog‘\' that uses one tuel to
produce both ‘i‘lccrric energy and
usctul rhcrm.llicncrgy, which resules
in higher opcr;jaring ctficiency and

fower producripn COSLS.

Fuel: Natural gas

Comtracts: Weighted averoge power purchose
agreentents of 12 years

( page )

A

DISTRICT ENERGY
SYSTEMS

The Fund owns two district enere

systems in Canada with a combir
thermal and clectric generation

capaciey of approximarely 122

megawatts. The projeces are locage

in Charlotretown, Prince Edward
Island and London, Onrario.
District Cnergy SYStems are a
fuel-ctticient and cost-effective w
ro provide stceam and hor warer ¢
hear buildings and chilled warer
cool them through an undergrou

nerwork of pipes in urban areas.

Fuel: Natural Gas, Biomass,
tunicipal Waste, Fuet Qil
Contracts: Top 10 contracts (approximate

63 of revenues) have o
weighted average remgining
term of 16 years

o

e

< d

1

1

1d

@® RENEWABLE POWER

Countryside has a tinancial
invesement in 22 renewable power
projects in che Unired Seaces.

The investment is in che form of a
secured loan to U.S. Energy Biogas
Corp. (USEB), the owner of the
projeces, and the Fund receives
monthly paymenes on principal and
interest. The investmene is backed
by a priority claim on USEB cash
flows and a growing restricred cash
reserve. Countryside also hasa

royalry interest in USEB.

Fuel: Bioges

Contiacts: Countryside has more than
13 years remaining on the
loan to USEB
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from the CHAIRMAN

On behalf of the Fund's Board of Trustees,

I am delighted tc report that over the past
fiscal year Countryside has made significanc
progress in advancing the two principal
elements of its growth strategy: delivering
stable and growing cash distributions to
unitholders, and making selective investments
in high-potential power and utility
infrastructure projects.

Countryside has proven its ability to
generate very steady cash flow through solid
investments. We are also focused on growth.
While we are striving to achieve further
internal growth by expanding our existing
customer base, improving operaring
efficiencies and increasing production, we
are also committed to acquiring additional
power and utility infrastructure assets in
North America that meet our investmenc
criteria: scrong asset quality, cost
competitiveness, stable cash flows, high
quality customers and financial soundness.

In pursuing this strategy, the Board of
Trustees must ensure that che Fund has a
best-in-class mariagement structure in place
chat serongly aligns the incerests of unitholders
with those of the Manager. At the same time,
the organization must be capable of operating
in 2 manner that minimizes development

risk and increases opportunities for growth.

During 2005, the Fund’s board worked

diligently to establish a management

( page 6 )

arrangement that ensures operat.ons of the
Fund are prudently managed, while also
creating incentives for the Manager to seek
suitable growth opportunities that will
increase distributable cash. We are confident
this arrangement ensures Countryside has the
right people in the right capacity to achieve
our objectives and deliver on the performance
expectations of unitholders.

Countryside Power Income Fund is
committed to upholding the principles of
good governance, including disclosure,
transparency and integrity in serzing
unitholders. The Board is committed to
proactively reviewing and updatiag our
practices to stay ahead of regularory demands
and investor expectations.

The Fund has achieved a great deal in a shore

time. [ look forward to furcher suiccess in che
years ahead.

Sincerely,

V. James Sardo
Chairman of the Board



i
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Fellow Unitholders,

Countryside Power Income Fund had

a milestone year in 2005, marked by
excellent financial results and strong
growth. The Fund has successfully
managed its investments in independent
power and utility-related infrastructure
projects in Canada and the U.S., and
delivered higher cash diseributions to
unitholders. We significantly expanded
our portfolic with the acquisition of two
cogeneration facilities in California in
June 2005. We enter our third fiscal year
in a better position to take advantage of
opportunities in the North American
power market.

The acquisition of the Cogeneration
Facilities meets our objectives because it:

+  Diversifies our portfolic by
geography, technology and asset type;

+  Delivers immediate accretion to cash
flow and increases cash available for
discribution; and

+  Creates new opportunities for
organic growth in a marker with
sound fundamentals.

Strong Financial Results

The Fund delivered strong financial
performance for the year. Countryside’s
consolidated revenue increased
substancially from che prior year

period due primarily to the successful
acquisition of the Cogeneration Facilities.
Revenue for the fiscal year 2005 was
$67.2 million, compared to $21.1 million
for the 267 days as a public fund in 2004.
The Fund delivered significantly higher
Adjusced EBITDA™ for 2005 of $24.5
million, compared to $11.3 million for

the 267 days in 2004. The Cogeneration

MSEE 715

he CEO

Facilities contributed six months of
strong operating results in the second
half of 2005, with Adjusted EBITDA
up 38 per cent from the second half of
the prior year. At the District Energy
Systems, Adjusted EBITDA grew

27 per cent year over year.

Distribucable cash™ for the year was
$20.0 million and distributions declared
were $16.1 million, a payout ratio of 80.7
per cent. The payout ratio reflects the
strong performance and peak operating
season at the Cogeneration Facilities.

In keeping with our conservative
approach, we increased cash
distributions by one cent annually in
September. We recently completed

the refinancing of debt related to the
acquisition of the Cogeneration
Facilicies through an offering of trust
units and U.S. -dollar denominated
exchangeable debentures. This resulced
in lower leverage and increased market
capiralization. The Fund also
implemented a foreign exchange hedging
program on the cash flows from the
Cogeneration Facilities, ensuring there is
a foreign currency hedge on substantially
all U.S. dollar amounts that are

required to meet the Fund’s Canadian-
dollar denominated obligations and
anticipated unitholder distributions.

Growth Strategy and Outlook
Countryside is committed to balanced
and secure growth. In 2006, we will
continue to focus on improvements in
our operations and work to complete
acquisitions of power generation assets

that will further increase our scale and
add to distributable cash.

The market for power generation assets

is currently very active, driven in part

by higher energy commodity prices.
Recently enacted laws in the U.S. should
spur continued consolidation in the
power and utilities sector, providing as
Countryside with new opportunities

for measured and prudent growth. The
Fund is well positioned to pursue these
opportunities as they arise.

Acknowledgements

I would like to express my thanks and
appreciation to our Board of Trustees
for their guidance, support and insighes
as we completed a very busy and
successful year. I am also grateful to

our management team and employees for
the skills and enthusiasm they bring to
the challenge of achieving leadership in
this industry.

Mose of all, I would like to recognize the
tremendous support we have received
from our unitholders over the past year.
We expect that our initiatives in 2006
will validate the trust you have placed

in us.

Sincerely,

Géran Mérnhed
President and Chief Executive Officer
Countryside Ventures LLC

(1) Adjusced EBITDA (earnings before interest, income raxes,
unrealized and realized interest rate swap and unrealized
foreign exchange gains and losses, and depreciation and
amortization) and discriburable cash are non-GAAP
measures. Please refer ro the MD&A section on

"Non-GAAP Measures”.

{ page 7 )
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COUNTRYSIDE HAS FOUR PILLARS, Tk
OF OUR STRENGTH. THESE KEY ELEM
RESILIENT TO EXTERNAL FACTORS AND

VARYEN:KB INDUSTRY CONDITIONS AND

LONG-TERM AGREEMENTS

ENSURE REVENUE G

STABILITY AND MIT:GATZ
FUEL PRICH RISK

i
The Cogeneration Faciliries, are highly correlated with its poy

Disrrict Encrgfy Systems and sales contraces via regulatory
Renewable Pojver Projects have approved pricing arrangements.
long-term rcvdlnuc and tuel The District Energy Syscems

supply agreempnes with pass chrough the majoricy of
creditworthy customers or tuel price changes to customers.
suppliers. Thcil:und is well The Renewable Power Projects
protecred front changes in energy acquire their fuel under long-rer

prices. The Cogeneration Facilities

have fuel supply arrangements so the business is not generally

under conrracy wich suppliers affecred by market price changes
that are cicheriar fixed prices or of natural gas or oil.
‘ g

¢ page 10

supply agreements ac low fixed chse.

fer

FORM THE FOUNDATION

#&THE FUND IS

CAN PROSPER THROUGH
FCONOMIC CYCLES.

4

Qur investments are diversitied
by geographs. fuel source and
energy asset rype. In addicion,
customers for both the Districe
Energy Sysrcms and the Renewable
Power Projects are broadly based.
reducing reliance on any one
customer. The Cogeneration
Facilicies bring two new
im'c,\'rmcnr—gr.xdc clecrriciey
customers and two new thermal

CHRerSY dustomers.




EXPERIENCED AND
COMMITTED CPERATOR

Our operating staff and the
. | ,
operaring sgaft of USEB's
oo .
renewable power porttolio
have CXTENgive expericnce in
. { .
managing Borh the commercial
| .
and operacional aspects of the
})L\\\'Cl‘ J]Ilk{ E‘.‘nk‘rgy gcncr.l[i(‘n
business. Several key individuals
I
have operaged or managed our
anderlying pssers since the
commencement of commercial
operation le' have managed

_ L .
similar assqes in cheir
i

- . }
Pl'OfL‘SSlOl\;lil careers.

CONSERVATIVE CAPI
STRUCTURE REDUCES

INTEREST RATE AND DEBT

REPAYMENT RISK

The Fund is well protected from
the effects of short-term intgrest

rate changes, foreign exchange

risk and refinancing risk. Wy have

predicrable debt service, whikh
is subject to a three-year intgrest
rate hedge on our bank debrfand
a fixed coupon on ULS. -dollhr

Jdenominaced debencures.

( page 11}
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COGENERATION facilities

INVESTMENT IN COGENERATION FACILITIES MEETS OUR CRITERIA:

ASSET QUALITY - Our Cogenerarion Facilities use proven gas-turbine technology and have long operating
histories, with the Ripon facility in operation since 1988 and the San Gabriel facility since 1986. They are attractively

located near urban areas with high power consumption.

CQOST COMPETITIVENESS - Cogeneration plants use waste energy ro generate steam, which reduces the net cost

to produce electricity. As a result, they are an efficient and cost competitive way to generate power.

STABLE CASH FLOWS - The Ripon facility has a power purchase agreement extending to 2018, and the

San Gabriel facility has a power purchase agreement extending to 2016.

HIGH QUALITY CUSTOMERS - Both primary customers are investment grade electric ucilities. The Ripon
facility’s primary customer is the Pacific Gas & Electric Company (the principal utility operating subsidiary of PG&E
Corp., the largest electric utility in California), and the facility also sells steam to Fox River Paper Company. The San
Gabriel facility sells electricity to Southern California Edison Company (the principal utility operating subsidiary of
Edison International, the second-largest electric utilicy in California), and also sells steam to newsprint producer

Blue Heron.

FINANCIALLY SOUND - Our Cogeneration Facilities have had profitable operations for almost 20 years and have

ample working capital to meet their commercial obligations.
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Countryside owns two
Cogeneration Facilities near
large urban areas in California
with a combined power
generation capacity of 94 mega-
watts, The Ripon facilicy is
neat San Francisco in Ripon
and the San Gabriel facility is
near Los Angeles in Pomona.
"These facilities sell approxi-
mately 600,000 megawate
hours of electric power annually
under long-term contracts to
investment grade utilities.

In addition, they sell
approximately 500,000 mlbs
of steam annually to nearby
industrial hosts, also under

long-term contracts.

Conventional power plants

are 30 to 50 per cent energy-

efficient, which means that
berween half and two-thirds
of the heat they generate is
lost as waste. According to
the U.S. Environmental
Protection Agency,
cogeneration plants are up to
70 to 80 per cent efficient:

- a significant improvement.
According to the Westerr
Electricity Coordinating
Council, estimated peak
demand for electricity in
California is expected to
grow at an average of two
per cent per year until 2013.
At the same time, many of the
elecrric generaring facilities
supplying peak Californian
demand are approaching rhe
end of their useful lives or:

are in need of retrofits to

comply with environmental
standards. The combination of
ageing supplies and increasing
demand should provide long-
term opportunities for the
Ripon and San Gabriel facilities
beyond their power purchase

agreements.

Revenue from the Cogeneracion
Facilities for che six months
ended December 31, 2005 was
US $28.9 million, an increase
of 2.2 per cent compared to the
same period last year under a
prior owner. In the six-month
period ended December 31,
2005, Adjusted EBITDA®™
increased 38 per cent to US
$10.3 million, mainly as a result
of an operational focus on

maximizing cash flow margins.

(1) Adjusted EBITDA (earnings before interest. income raxes, unrealized and realized irterest race swap and unrealized foreign exchange gains
and losses, and depreciarion and amorrizacion) is a non-GAAR measure. Please refer to the MD& A secrion on " Non-GAAP Measures”
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DISTRICT ENERGY systems

INVESTMENT IN DISTRICT ENERGY SYSTEMS MEETS OUR CRITERIA:

ASSET QUALITY - Our systems use proven technology and have a long history of reliable operations; major

capital improvements have been recently undertaken to expand or improve both the London and PEI systems.

COST COMPETITIVENESS - The district energy systems use the most cost-effective combination of fuel and
technology in their respective locations and are competitive with other local energy suppliers and self-generation.
The PEI systern uses municipal waste and wood waste for fuel, supplemented by fuel oil at times of peak demand,

and the London system uses natural gas, with fuel oil as a back up.

STABLE CASH FLOWS - Our systems have long-term contracts with all major customers, with the top
10 customers having a weighted average remaining term of 16 years. In addition, our utility systems have a long

history of a stable and growing customer base.

HIGH QUALITY CUSTOMERS - More than 76 per cent of sales are to investment grade, government or

government-funded customers.

FINANCIALLY SOUND - The district energy systems have essentially no debr and ample working capiral.

( page 14 )




Countryside owns two
District Energy Systems
in Canada; one in London,
Ontario and one in
Charlottetown, Prince
Edward Island. Both
systems have operating
histories of more than

20 years and are managed
by experienced teams.
Together, they have a
thermal and electric
generation capacity of
approximately 122

megawarts.

District energy systems

are common in large and
mid-sized cicies. Through
an underground network of
diseribution pipes, district
energy systems provide

steam and hot water to hear

buildings and chilled water
to cool them. The pipes
are connected to a central
production plant, wherz
energy is produced with
higher efficiency than is
traditionally achieved in

individual buildings.

Customers benefit

from convenient and cost-
effective supply of energy
with higher reliability,
greater fuel flexibility aad
efficiency and much lower
environmental impact.
From a business perspective,
they offer high customer
retention and opportunities
for continual improvements
and reductions in
operating costs.

Efficiency improvements
completed in 2004 and early
2005 delivered additional
cash flow of approximately
$350,000 in fiscal 2005.

Revenue at the Fund's
District Energy Systems
was $19.8 million for the
year, an increase of 11 per
cent compared to a full year
of operations in 2004.
Adjusred EBITDAM
increased by 27 per cent

in 2005 over the prior year
to $5.9 million, primarily
due to higher energy prices
as well as efficiency and

operational improvements.

(1) Adjusted EBITDA (earnings before interest, income raxes, unrealized and realized interest rate swap and unrealized foreign exchange gains
and losses, and depreciation and amortization) is a non-GAAP measure. Please refer to the MD&A secrion on “Non-GAAP Measures”
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CRENEWADLE power

INVESTMENT IN RENEWABLE POWER MEETS OUR CRITERIA:

ASSET QUALITY - The projects use proven technology with long equipment life and prediccable maintenance
requirements. Biogas production is stable and is expected to increase over time because 13 of the projects are located at

landfill sites that will continue to accept waste until 2037.

COST COMPETITIVENESS - The low cost of fuel and competitive operations, combined with the premium

pricing for renewable power, provides for long-term cost competitiveness with other cypes of power generation.

STABLE CASH FLOWS - The Fund's investment in the form of a secuured loan gives it a priority claim on

underlying cash flows. The loan is denominated in Canadian dollars, which provides protection from U.S.-dollar

exchange risk.

HIGH QUALITY CUSTOMERS - Long-term sales are mainly to large invescment grade U.S. ucilities, including
Exelon and Deminion Resources.,

FINANCIALLY SOUND - The project portfolio has working capital and significant cash reserves of more
than US $31.9 million.
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Countryside Power Income
Fund has an indirect
investment in 22 renewable
power and energy projects
located in the United States.
In toral, these projects
currently have about 51
megawatts of electric
generation capacity and
sell approximately 710,000
MMBtus of boiler fuel
annually.

The Fund’s investment
consists of a secured loan ro
U.S. Energy Biogas Corp.
(USEB). USEB owns 100 per
cent of the Renewable Power
Projects located outside of
Illinois and 50 per cent of
those located in Illinois. In
addition, Countryside has

the opportunity to participate

in cash flow growth through a
convertible royalty interest
in USEB.

The Renewable Power
Projects capture landfill gas
—also called biogas— in a
collection system of wells and
pipes. Biogas is similar to
natural gas, consisting of
roughly equal parts methane
and carbon dioxide. It is pro-
duced by the decomposition
of organic waste in landfill
sites. This gas is used o fuel
the reciprocating engines
that drive power generators.
In some circumstances, the
gas may be sold directly to
customers for use in firing
induserial boilers and

similar equipment.

The advantages of renewable
power include abundance and
low cost, reduced greenhouse
gas emissions, long-term
government support,
premium pricing, low
operating costs and use

of a proven technology.

Incerest income on loans to
USEB was, as scheduled,
$11.5 million in the 12-monch
period ended December 31,
2005 based on a fixed
interest rate of 11.0 per cent
per annum. In addition to the
interest income on the loans,
the Fund received a total of
$1.8 million in scheduled
principal repayments on the
loan receivable from USEB
during the year. This receipt
of principal contributed to
distribucable cash bur was nort

reflected in revenue.




BOARD OF TRUSTEES

To serve the ijeereses of all
unitholders, C:ountr)‘sidc Power
Income Fund lj;ls a board of three
Trusrees, all of whom are indepen-
dent of management. The Fund is
in compliance é\\r’ith the Canadian
Sccurities Adrpiniscrators” guidelines
On corporate governance.
The Fund has rwo commirrees: the
Joint Compengarion, Nominating
and Governange Commitree, and

!
the Joint Audit Commirtree. Both
commirrecs ;11'4‘ comprised of
independent Truscees. Responsibilicy
for all major blisiness decisions, such
as the Fund's serategy, acquisitions
and divesticurds, rests solely with
the indcpcndcin Trustees. The
chairman of rl]ic Joint Compensation,
Nominating and Governance
Commicree is bl Oskar Sigvaldason,
and che chairman of the Joinr Audit
Commirree is [ames Anderson.

The Trustees flso serve on the
boards of che Qndcrl)'ing subsidiaries
of the Fund and represent a
majority on rh;L‘ boards of all irs

Canadian subsidiaries.
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THE FUND’S TRUSTE

Vo James Sardo - Chairman

Mr. Sardo was interim Chiel
Execcurive Officer of Royal Gro
Technologies Limired from No
2004 to May 2005, President o
the Canadian Operations of M
Corporation Limited-a business
torms and communications con
from 1999 to 2001 and Preside
and Chiet Execurive Officer of
national automortive repair com
SMK Speedy International Inc.
1997 to 1999. Prior to 1997, M
Sardo was Chief Exccurive Otfi
Amre Inc., a Dallas-based mark
home improvement producrs fr
1994 to 1995 and Chief Execut]
Officer of SNE Inc., a manufacy
and markerer of windows and d
from 1991 ro 1994, Mr. Sardo 3
on the boards of a number of p
companies and income trusts a
is a member of che insticure of
Corporate Direcrors.
Loes RoAnderson Troseee
Mr. Anderson is Exccucive

Vice President and Chiet Finan
Otficer atr Denison Mines. Prev
Mr. Anderson was Managing
Director of Excel Energy Grouy
{2003-2004). Prior to that he sq

as Senior Viee President and

Chief Financial Officer of Rogef

Cable (2000-2002). He was als
previously Senior Vice Presiden
Ontario Electricicy Developmer
and Senior Vice President of

Strategic Development ac Westd
Energy Inc. Mr. Anderson is a

Chartered Accountant.
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D Oshar Sigealdason - Trostee
Dr. Sigvaldason was Chairman

of the Energy Council of Canada
(ECC) to the end of 2005 and
continues as Past Chairman and
Member of its Executive Commirree.
The ECC is che Canadian Narional
Association of the World Energy
Council. He is also Direcror and
Chair; Policy Commitree. of the
Toronto Board of Trade. Previously,
he worked with the Acres Group of
companics for 39 years, where he was
President and CEO from 1994 to
2003. Acres is a large global
consulting engineering operation,
primarily in the energy sector. He
has also served as a Direcror of che
Canadian Elecrricity Association.
Currently, he is also a Corporate
Dircctor for other corporacions.

Dr. Sigvaldason holds a Ph.D., in
Civil Eogincering from che

University of London in England.
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In September 2005, following the
acquisition of the Cogeneration
Facilities, the Board of Trustees
approved a new management
arrangement designed to strengthen
the alignment of unitholder and
management interests while
reducing development risk and
increasing the opportunities for
growth, In developing the
management arrangements, the
Fund’s Board of Ttrustees was
advised by both an independent
financial advisory firm and a

corporate compensation consultant.

Under the modified arrangements,
Countryside Ventures LLC, a
company independent of che
Fund, provides management and
administrative services to the
Fund and develops new growth
opportunities under long-term
agreements. The Fund hasa
right of first offer for all invest-
ment opportunities developed by
Countryside Ventures.

MANAGEMENT ARRANKC

New administration and
management agreements have

been implemented berween
Countryside Ventures LLC and the
Fund through its key subsidiaties,
Countryside US Holding Corp.

and Countryside Canada Power Inc,
to provide the same services to

the Fund as under the previous
management arrangements, including
strategic planning, investor rel: tions,
operational/financial reporting and
certification, legal and regulatory

compliance, and financing matrers.

In addition, these new arrange-
ments cover the development and
monitoring of annual budgets

and all investments, risk assessment,
human resources, planning and|
coordination of unitholder meetings,
and general administration of

the Fund.
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i
FOR THE YEAR ENDED DECEMBER 31, 2005

|
[ALL AMOUNTS IN THOUSANDS OF DOLLARS EXCEPT PER TRUST UNIT AMOUNTS, UNLESS OTHERWISE STATED]

MARCH 9, 2006

MANAGEMENT’S

discussion and analysis

PRESENTATION OF FINANCIAL INFORMAT

1\’1;111;\gcmcnr'sfDiscussion and Analysis ("MD&A”) of the consolidared fin
of Countrysidé Power Income Fund (the "Fund”) should be read in conjun
statements and notes thereto prepared as of and for the year ended Decem

16, 2004 to Décember 31, 2004.

This MD&A provides information for the period from January 1 to Decen

December 31, 2005, up to and including March 9, 2006.

( page 20 )
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Forward-Looking
Information

This MD&A may contain forward-
looking statements relating to expected
future events and financial and
operaring results of the Fund that
involve risks and uncertainties. Actual
results may differ materially from
management expectations as projected
in such forward-looking statements for
a variety of rzasons, including market
and general economic conditions and
the risks and uncertainties derailed
from time-tc-time in the Fund’s Annual
Information Form dated March 31,
2005 as well as in che Fund’s short-form
prospectus dated November 8, 2005 filed
with the Canadian Securities regulatory
authorities. Due to the porential impact
of these factors, the Fund disclaims

any intentior. or obligation to update

or revise any forward-looking

OVERVIEW OF FUND AND RECENT DEVELO!

2005 Highlights

+  Unitholder distributions were
raised from $1.025 to $1.035 on
an annual basis

+  Cash available for distribution
increasec to $20,012

+  The Fund executed on its growth
strategy and acquired two power
generation facilities in U.S.:

— The acquisition was immediately
accretive to distributable cash
per unit

~ The acquisition related debr was
refinanced, resulting in lower
leverage and increased market
capitalization while maintaining
cash accretion per unit

+  The Fund’s management
arrangements were modified to
strengthen governance practices
and to facilitare opportunities for
further accretive investments
in power generation and urility
infrastructure

statements, whether as a result of new
information, future events or otherwise,
unless required by applicable law.

Non-GAAP Measures

Earnings before interest, income taxes,
unrealized and realized interese rate
swap and unrealized foreign exchange
gains and losses, and depreciation and
amortization ("Adjusted EBITDA”) is
not a measure under Canadian GAAP
and there is no standardized measure of
Adjusted EBITDA and cherefore, it may
not be comparable to similar measures
presented by other funds or companies.
Adjusted EBITDA can be calculated
from the Fund's GAAP statements as
operating income, plus depreciaticn and
amortization expense. The Manager of
the Fund (as defined below) believes that
Adjusced EBITDA is a widely accepted

Overview

The Fund, through its operarting
subsidiaries, owns two district energy
systems and two gas-fired cogeneration
facilities. The district energy systems
are locared in Canada, with one in
Charlottetown, Prince Edward Island
(the “PEI System”) and one in London,
Ontario (the “London System”), and
together have approximarely 122MW
of thermal and electric generation
capacity (collectively, the “District Energy
Systems”). The cogeneration facilities
consist of the Ripon cogeneration
plant ("Ripon Facility”) located near
San Francisco, California and the $an
Gabriel cogeneration plant ("San (abriel
Facility”) located near Los Angeles,
California (collectively, the “Cogen
Facilities”) and have approximately

94 MW of electric generation capacity,
sold approximately 500,000 Mibs
(thousand pounds) of steam in 2005
and its principal assets. In addition,

the Fund holds indirect investments

in 22 renewable power and energy
projects (the"Renewable Projects”)

financial indicator used by investors to
assess the operational performance of
a company or fund, and its ability to
generate cash cthrough operations.

Distributable cash is not a measure
under Canadian GAAP and there is no
standardized measure of distribucable
cash and therefore, it may not be
comparable to similar measures presenced
by other funds or companies. The Fund
distribuces substantially all of its cash
on an on-going basis. Distributable
cash is a widely accepted financial
indicator used by investors to assess the
performance of an income trust and its
ability to generate cash for distributions
through ongoing operations.

m
7
=
93}

located in the United States, which
currently have approximately 51IMW
of electric generation capacity and
sold approximately 710,000 MMBrcus
of boiler fuel in 2005. The Fund'’s
investrnent in the Renewable Projects
consists of loans to, and a convertible
royalty interest in, U.S. Energy Biogas
Corp. ("USEB"). USEB is a company
unrelared to the Fund and has its own
management and operations scaff.

The Fund’s objectives are to maintain
the stability and sustainability of cash
discributions to unitholders of the Fund
(“Unitholders”) and increase, when
prudent, cash distributions per unit.

In order to achieve these objectives, the
Fund intends to focus on enhancing

the current operational practices of its
existing businesses, pursuing internal
growth and expansion opportunities, and
making additional investments in power
generation and utiliy infrastructure
projects, including, among others,
cogeneration projects, renewable energy
projects and districc energy systems.

Overview ( page 21)



Recent Developments

Acquisition of Ripon Power LLC
On June 29, 2005, the Fund, through

an indirect subsidiary, completed

the acquisition of 2 100% controlling
interest in Ripor: Power LLC

{"Ripon Power”) the holding company
of Ripon Cogeneration LLC, 2
California-based power generation
company, which owns the Cogen
Facilities. In the transaction, the Fund,
acquired Ripon Power for consideration
of US $35,800 in cash plus the
assumption of non-recourse project debt
of US $59,500 for a total transaction
value of US $95,300, or approximarely
CDN $117,000 based on exchange
rates in effect on the date of closing.
The Fund financed che acquisition
through an expansion of its existing
credit facility with a syndicate of banks
led by the Toronzo-Dominion Bank
(che "Amended Credit Facility”). The
Amended Credit Facilicy commirment
has a maximum limit of $80,000.

Trust Unit and Exchangeable
Debenture Offering (the “Offering”)

On November 14, 2005, the Fund and
Countryside Canada closed an offering
of 4,720,000 crust units at $9.35 per
unit for gross praceeds of $44,132 and
US $55,000 aggregate principal amount
of 6.25% exchangeable unsecured
subordinared debentures (“Debentures”),
due October 31, 2012. The Debentures
were issued by Countryside Canada
Power Inc. {“Countryside Canada”).
Upon closing of the Offering, net
proceeds were uszd to repay indebredness
under the Amended Credit Facility
associated with the acquisition of Ripen
Power, to acquire project-related debr

of the Cogen Facilities from a syndicate
of U.S. based lenders, with the excess
remaining proceeds used for working
capital purposes.

Increase in Unitholder Distributions
and Management Agreement

On September 23, 2005, the Fund
announced an increase in its annual
distribution of $0.01 per unit. The first
distribution under the new rate was paid
on October 31, 2005 to unicholders of
record on Septemrber 30, 2005.

Also on September 23, 2005, the
indirect and direct subsidiaries of

the Fund, Countryside US Holding
Corp. ("Countryside US Holding")

and Countryside Canada, respectively,
entered into a management agreement
with Countryside Ventures LLC

(the “Manager”) (the “Management
Agreement”). Under the terms of

the Management Agreement, which
became effective November 1, 2005,

the Manager will provide management
and adminiscrative services to the Fund,
as well as new growth opportunities,
under long-term agreements. The
Manager will employ the Fund'’s current
executive management team on a full
time basis as well as its adminiscracive
and development scaff. The Fund,
through Countryside US Holding and
Countryside Canada, has a right of first
offer on all investment opportunities
developed by the Manager that

meet the Fund's investment criteria.

In consideration for providing the
management and administrative services
under the Management Agreement,

the Manager shall be entitled co
reimbursement from cthe Fund of all costs
and expenses reasonably incurred by the
Manager and its affiliates in careying cut
the services described above.

The Management Agreement also
provides for compensation through

a long-term incentive plan for each new
asset, company or investment, acquired
or made, by the Fund or any of ics
affiliates, and originared, structured

ar developed through the effocts of the
Manager or its affiliates (the “LTIP").
Under the LTIP the Manager will be
enritled o a diseribution from the new
asset’s operating or investment cash flow
equal to 25% of the cash distributions
made in excess of the preferred
distribution made to the Fund, as defined
in the Management Agreement. In the
case of the Cogen Facilities, the Manager
holds a subordinaced membership
interest in Ripon Power and will share
with the Fund, to the extent available,
the excess operating cash flow of the
Cogen Facilities on 2 25% and 75% basis,
respectively.

( page 22 ) Overview cont'd - Operating Results

OPERATING
RESULTS

CONSOLIDATED RESULTS
OF THE FUND

Countryside’s total revenue for the

three months ended December 31,

2005 was $23.8 million, an increase of
$16.0 million compared with the same
period last year, primarily as a result of
the acquisition of the Cogen Facilities.
Excluding the effect of the acquisition,
revenue would have been $8.7 million,
up 10.7% from $7.9 million in the same
period in 2004, primarily due to higher
revenues at the District Energy Systems.
In the year ended December 31, 2005,
revenue was $67.2 million. Since the
Fund commenced operations on April 8.
2004, there is no comparable 12 month
period in 2004 at the Fund level.

The Fund's Adjusted EBITDA in the
three-months ended December 31, 2005
was $6.5 million, an increase of $2.6
million from the prior year period, again
due primarily to the addition of the
Cogen Facilities. Excluding the quarterly
results of Ripon and other Ripon-related
expenses, Adjusted EBITDA would have
been $4.2 million in the fourth quarter,
an increase of 9.7% compared to $3.8
million in the prior year period. For the
year ended 2005, Adjusted EBITDA was
$24.5 million.

Operating income for the three-months
ended December 31, 2005 was $3.4
million, an increase of $0.3 million from
the prior year comparative period. The
Cogen Facilities did not impact the
results as significantly on an operaring
income basis as they did on the revenue
and Adjusted EBITDA measures, due co
the significant increase in depreciation
and amortization resulting from the
acquisition of the Cogen Facilities.
Operating income for the year ended

December 31, 2005 was $16.4 million.

Net income in the three-month period
ended December 31, 2005, was $4.0
million or $0.24 per unit, compared

with $2.2 million or $0.14 per unit in
the comparable period of 2004. The
increase in net income from the prior
quarter comparative period was driven by
a number of factors in addition to those
described above related to the increases



in Adjusted EBITDA and operaring
income as a result of the acquisition

of Ripon Pewer, as follows:

(i) approximately $1.7 million related to
a decrease in the tax provision, partially
related to deferred taxes on losses not
previously recognized; (ii) an increase
in net realized and unrealized gains on
interest rate swaps of approximately

$1 million primarily as a result of the
settlement of an interest rate swap
associated with the acquired Ripon
project debe and (iii) an unrealized
foreign exchange gain of approximately
$0.8 million related to the carrying
value of cthe US dollar denominated
Debentures. Offsetting these increases
was an increase in interest expense of
$1.8 million relating to increased debt
resulting from the amended credit facility
and interest on the Debentures issued
during the fourth quarter. Net income
was $13.2 million or $0.85 per trust
unit for the year ended December

31, 2005 compared wich $7.6 million
or $0.51 per trust unit for the prior
comparative period.

RESULTS OF DISTRICT
ENERGY SYSTEMS

As the Fund was created on Febraary

16, 2004, and acquired the operations

of the District Energy Systems on April
8, 2004, cthe comparative period ended
December 31, 2004 includes 267 days of
operations and therefore for comparative
purposes, the 2004 consolidated financial
statements of the Fund exclude the
period from January 1, 2004 to April 8,
2004. In order to enhance ics usefulness,
the analyses included in this MD&A of
the District Energy Systems include the
summary of the operating resules of the
District Energy Systems from January 1,
2004 to December 31, 2004. This
informarion is provided for reference
purposes only and is not intended as a
comprehensive comparison of financial
resules of the District Energy Systems.

The District Energy Systems’ revenue is
mainly derived from long-term energy
sales contracts with long-standing and
creditworthy customers. The energy sales
contracts are generally structured with
energy and capacity payments, with the
energy component typically providing for

District Energy Financial Results

the pass through of changes in fuel prices
to the customers. The energy rates paid
by customers in London are generally
reflective of the price of natural gas and
are adjusted upward or downward to
compensate for changes in the price of
natural gas. [n regard ro the PEI System,
the energy rates paid by larger customers
are generally reflective of the cost and
mix of fuels and are adjusted upward or
downward to compensate for changes in
the price of fuel. Smaller customers of
the PIEI System have rates based on the
local price of fuel oil. For such customer
rates, changes in the local fuel price will
have a greater impact on the revenues

of the PEI System than the impact that
such changes will have on the cost of
operation of the PEI System. As a result
of the energy rate pricing structures,

the District Energy Systems' revenue
can increase or decrease depending on
changes in fuel prices and, to a lesser
extent, the fuel mix. During the last

year, the global market price increases
for natural gas and oil have affected our
District Energy Systems in terms of boch
increased fuel costs and corresponding
increased energy revenues.

Three-month  Three-month  Twelve-month  Twelve-month
period period period period
ended ended ended ended

December December December December
31, 2005 31, 2004 31, 2005 31, 2004
Energy Volumes
Sales of Steam (Mlbs) {Combined PE! & tondon Systems) 114,190 116,951 422,826 425,752
Sales of Hot Water [MMBLus) (PRI System only) 88,053 88,287 313,314 312,350
Sales of Chilled Water (MTon/hr) {london System only) 2658 257 2,913 2,423
Fuel Consumed [MMBLtUs) (Combined PEI & London Systems) 305,537 328,59¢ 1,138,032 1,177,428
Financial Indicators [000’s] S ) s S
District Energy Systems’ Energy Revenues 5,188 4,426 17,932 16,139
Capacity 1,874 1,820 7,371 7,080
Energy 3,314 2,606 10,561 9,059
Other Revenues 447 388 1,894 1,691
Fuel and Consumables Expense 2,688 2,271 8,548 7.881
Operating, Labour and Maintenance Expense 1,107 Q65 4,346 4,294
General and Administration Expense 280 272 1,046 1,030
Adjusted EBITCA 1,560 1,306 5,886 4,625
Depreciation and Amortization Expense 348 340 1,460 1,248
Operating Income 1,212 966 4,417 3,377

Operating Results cont’d ( page 23 )



Energy Volumes and Revenues

In the three-month period ended
December 31, 2005, the Districe

Energy Systems’ steam sales volumes
decreased from the prior year results

by approximately 2%. These reductions
were principally based on more moderate
temperatures resulting in lower energy

requirements from customers for heating,

Hor water sales volumes were consistent
with the prior year comparative period.

In the twelve-month period ended
December 31, 2005, the District Energy
Systems’ energy volumes sold for steam
and hot warer were essentially flat. Steam
sales volumes decreased by less than 1%
while hot water sales volumes increased
by less than 1%. Increased volumes
during the first quarter heating season
were offset by lower volumes during the
remainder of the year.

Sales volumes of chilled water for the
three-month period ended December 31,
2005 increased approximately 4% over
the prior year and for the twelve-month
period ended December 31, 2005 chilled
water sales volumes increased by 20%
over the same period in 2004. These
increases were due to higher cooling
requirements as a result of warmer than
average temperatures primarily during
the second and third quarters of 2005.

In the three-morith period ended
December 31, 2005, total revenues
from District Energy Systems’ energy
sales increased bv 17% from the prior
year period. The increase in energy
revenue was due primarily to energy
rate increases, resulting from higher
fuel prices that are passed through to
customers as well as higher customer
coneract reference prices. In the year
ended December 31, 2005, total
District Energy Systems’ energy
revenues increased approximately 16%,
also primarily resulting from increases
in energy revenues, which were due to
customer fuel price increases. Capacity
payments increased by approximately
4%, reflecting concract price index
adjustments. Capacity payments are
fixed payments, which are received
regardless of energy volumes delivered.

Other Revenues

Other revenues consist of waste fuel fees
received at the PEI System as well as
other miscellanecus revenue items.

( page 24 ) Operating Results cont'd

Such revenue increased in both the three-
month and twelve-month periods enced
December 31, 2005 from their respective
comparative prior year periods primarily
due to contract price increases as well as
higher waste volumes processed.

Fuel and Consumables
Volume and Expense

In che three-month period ended
December 31, 2005 total fuel consumed
by the District Energy Systems decreased
23,000 MMBtu or 7% and decreased

by 39,000 MMBtu or 3% for the year
ended December 31, 2005. The decrease
in both periods was essencially due to
the increased efficiency recognized at the
London System as a resulc of the capital
improvement program substantially
completed in the first quarter of 2005.

Fuel and consumables expense increased
18% and 8% in the three months ended
December 31, 2005 and the year endec!
December 31, 2005, respectively. The
increase in both periods was due primarily
to an increase in the price of gas constumed
at the London System. Increased costs
were offset approximarely $350 for the
twelve-month period ended December 31,
2005 by reduced consumption resulting
from efficiency improvements.

Total Non-Fuel Expenses

In the three-month period ended
December 31, 2005, operating, labour
and maintenance expense was $1,107,
15% higher than the prior comparative
three-month period. In the year endec.
December 31, 2005 operating labour and
maintenance and repairs were 1% higher
than the prior year comparative perioc..
The increase for both periods was related
to plant equipment and distribution
system maintenance for both systems.

General and administration expenses
were only negligibly higher in both the
quarterly period ended December 31,
2005 and for the year ended December
31, 2005, when compared to their
respective prior year periods.

Adjusted EBITDA

In the chree-month period ended
December 31, 2005, Adjusted EBITDA
increased 20% from $1,306 to $1,560
when compared to the prior year period,
mainly a resul of higher margins from
district energy sales at both systems
resulting from higher fuel prices

combined with improved fuel efficiencies
at the London System. In the year ended
December 31, 2005, Adjusted EBITDA
increased 27% from $4,625 to $5,886
when compared with the prior year
period at boch district energy systems
due to improved operarional efficiencies
and higher margins from district energy
sales resulting from higher fuel prices.

Depreciation and
Amortization Expense

The increase in depreciation and
amortization expense in both the three-
month and twelve-monch periods ended
December 31, 2005 was mostly due to an
increase in property, plant and equipment
depreciarion related to the increase in
capital assets including the improvements
at the London System.

RESULTS OF
COGEN FACILITIES

Power Purchase Agreements

The Ripon Facility is a nominal

49.5 MW (gross output) gas-fired
cogeneration plant and the San Gabriel
Facility is a nominal 44.5 MW {(gross
output) gas-fired cogeneration plant.
The Cogen Facilities are qualifying
facilities ("QFs”") under the cogeneration
regulations of the Federal Energy
Regulatory Commission (“"FERC")
implementing the Public Utilities Policy
Act of 1978 ("PURPA") and thus are
currently exempt from rate regulacion as
an electric utility under federal and state
law. Power sales comprise che bulk of the
Cogen Facilities sales revenue. Electrical
capacity and energy is sold pursuant to
long-term power purchase agreements
(“PPA") with Pacific Gas & Electric
("PG&E") and Southern California
Edison (“SCE") for the Ripon and San
Gabriel Facilities, expiring in 2018 and
2016, respectively. For the full operaring
year, energy payments under the PPA
have historically contributed the majority
of total power sales with capacity
payments making up the balance.

In 2001, the Ripon Facility and

PG&E entered into a five year interim
agreement of the Ripon Facility’s power
purchase agreement which substituted
PG&E's marginal production or
short-run avoided cost ("SRAC")

with a primarily fixed energy rate
subject to adjustment for time of

use factors ("Ripon Amendment”).



As a result, the Ripon Facility receives
energy payments from PG&E that
correlate with the prices charged for

fuel under tae natural gas conrace

with BP Energy Company (“"BP").

The San Gabrie] Facility currently
receives a monthly energy payment for
energy delivered to SCE in an amount
calculated by reference to a SRAC
pricing formula specified in the five year
interim agreement of its PPA which
terminates rio later than July 1, 2006
(“SG Amendment”). As a result of the
SG Amendment, the San Gabriel Facility
receives energy payments from SCE that
correlate with the prices charged by BP
under the natural gas supply contract, as
SCE’s SRAC and BP's pricing formula
inputs are both derived from che same
regional gas price indices.

When both the Ripon and San Gabriel
Amendments expire in mid-2006, it is
expected that che Ripon Facility and San

Gabriel Facility, respectively, will again

receive energy payments under their
respective PPAs based on each of their
utility cuscomer’s full SRAC energy
prices, which are generally derived from
their respective regional nacural gas

price index and utility system hear rates.
There is an open proceeding in which the
California Public Utilities Commission
(“CPUC") has indicated it will review
the formula for California SRAC pricing
for possible prospective changes (See
“Risks and Uncertainties — Electricity
Pricing”). Althqugh the Ripon and SG
Amendments expire in mid-200€, it does
not aleer PG&E's or SCE's commitment
to make both firm energy and capacity
payments to both the Ripon Facility and
the San Gabrie! Facility unril the PPAs
expire in 2018 and 2016, respectively.

Steam Sales Agreements

Process steam from each of the Cogen
Facilities is sold under long term steam
sales agreements, which are coterminous
with the PPAs. On a combined basis,

Cogen Facilities’ Financial Results

process steam sales has accounted for
an average of approximately 6% of total
energy revenues based on results for the
six-month periods ended December 31,
2004 and 2005.

Fuel Supply Agreements

Full natural gas requirements are
supplied to the Cogen Facilities under
contracts with BP that expire on June 30,
2006. Prior to the expiry of the existing
fuel contracts, the Cogen Facilities intend
to enter into new contracts with one or
more investment grade gas supplier(s)
that would provide full natural gas
requirements to meet electric power

and thermal supply commitments under
the PPA and steam sales agreemencs.
Pricing is expected to be structured

to substantially correlate with the

SRAC energy pricing formula in

effect when the Ripon and SG
Amendments expire on a concurrent
basis (See “Risks and Uncertainties
—Risks Relared to Operations”).

Three-month  Three-month Six-month Six-month
period periad period period
ended ended ended ended

December December December December
31, 2005 31, 2004 31, 2005 31, 2004

Energy Volumes
Sales of Eleztricity {(MVVh) 103,533 158,480 236,819 287,833
Sales of Steam (Mlbs} 125,893 137,880 242,246 26,423
Fuel Consumed [MMBtys) 1,083,812 1,559,424 2,437,922 2,962,334
Financial Indicators (US $000) uss uss uss uss
Cogen Facilities’ Energy Revenues 12,537 13,029 28,871 28,174
Electrica! Energy 2,882 9,919 18,137 17,064
Electrica! Capacity 1,746 2,217 8,986 9,443
Steam 1,009 893 1,748 1,667
Other Reverues 26 58 40 Q0
Fuel and Consumables Expense 6,207 9,408 14,535 16,701
Operating, labour and Maintenance Expense 1,250 1,949 3,673 3,599
General and Administration Expense 471 262 622 500
Adjusted EBITDA (US$000) 3,335 1,468 10,081 7,464
Depreciation and Amortization Expense 1,788 1,314 3,943 2,625
Operating Income (USS$000) 1,347 154 6,138 4,839
C(DN$S CDNS v CDNS CDNS
Adjusted EBITDA ($000) 3,954 1,786 12,182 2,674
Operating Income ($000) 1,571 187 7.414 5,272

The results of the Cogen Facilities will be discussed in thousands of US Dollars since the exchange to Canadian dollars

skews the actual results of operations.

Operating Results cont'd ( page 25 )



Energy Volumes and Revenues

In the three-month period ended
December 31, 2005 electrical energy sales
volumes decreased by 35% from the prior
year comparative period. The decrease

in electricity production was due to a
planned maintenance shurdown of che
Ripon Facility during November and
December, 2005. The 18% decrease in the
six-month period ended December 31,
2005 when compared with the prior year
period was primarily for the same reason.

In the three-month period ended
December 31, 2005, steam sales volumes
decreased by 9% from the prior year
period and decreased by 7% in the
comparative six-nionth period ended
December 31, 2005 due to decreased
demand from the steam hosts.

Electrical energy revenue decreased

only marginally when compared with
the prior year three-month period
ended December 31, 2004 despite the
35% reduction in electrical energy sales
volumes. The small revenue decrease,
when compared to the larger volume
decrease in the same period was due to
higher energy rates at che San Gabriel
Facility, resulting from higher fuel prices,
which were passed through to customers.
Electrical capacity revenue, which is
based on the Facilicies availability

facror, decreased 21% from the prior
year comparative period. This was due
to the maintenance shutdown during
the off-peak monchs of November and
December 2005 at the Ripon Facility.

In the six-month period ended
December 31, 2005, electrical energy
revenues increased by 6% when compared
with the prior year period for the same
reason. Electrical capacity revenue
decreased by 5% in the six-month period
ended December 31, 2005 as described
above for the three-month period results.
Steam revenues increased by 5% when
compared to the prior year period for the
same reason that the electrical energy
revenues increased.

Other revenues consist of interest income
earned during the period.
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Fuel and Consumables
Volumes and Expense

Fuel consumed in the three-month
period ended December, 31, 2005
decreased primarily due to the Ripon
Facility planned maintenance shutdown
during November and December of
2005, by 475,612 MMBtus or 31% when
compared to the prior year period. Th:
same occurrence caused the decrease of
18% in fuel consumed during che six-
month period ended December 31, 2005.

During the Ripon Facility’s
maintenance shutdown, BP, Ripon’s

fuel supplier, remarketed approximacely
549,000MMBtus of natural gas not
delivered to the Ripon Facility at
economically favourable pricing.

The associated savings of $2,530

were credited to the Ripon Faciliey

and reduced its' fuel and consumables
expense, resulting in decreased fuel
costs of 27% for the three-month period
December 31, 2005. Fuel costs decreased
by 13% from the prior year six-month
comparative period ended December 1,
2004. The fuel cost decrease was
primarily due to the Ripon Facility's
maintenance shutdown resulting in fuel
cost savings as described above, offset by
an increase in the cost of fuel at the

San Gabriel Facility due to an increase
in the average gas price for the six-month
period ended December 31, 2005

when compared to the same six-month

period in 2004.

Total Non-Fuel Expenses

Operating, labour and maintenance
expense in the three-month period ended
December 31, 2005 was similar to the
prior year comparative period. Expenses
in the six-month period ended December
31,2005 increased by 2% when compared
to the prior year period, mainly due

to marginally increased labour and
supervision expenses.

General and administration expense in
the three-month period ended December
31, 2005 increased 80% when compared
to the prior year period as a result of
transactional advisory costs related to the
acquisition of the Ripon Facilities by the

Fund. Expenses in the six-month period
ended December 31, 2005 increased by
24% when compared to the prior year
period, due to the advisory costs notes
above, coupled with costs incurred in
2004, related to a possible Ripon Facility
expansion which were not similarly
incurred in 2005.

Adjusted EBITDA

Adjusted EBITDA increased by $1,867,
or 127% in the three-month period
ended December 31, 2005 compared
with the prior year period, mainly due to
improved operational performance and
the lower fuel costs at the Ripon Facility.
In the six-month period ended December
31, 2005, Adjusted EBITDA increased

$2,617 or 35% for the same reasons.

Depreciation and
Amortization Expense

Depreciation and amortization increased
in both the three-month and six-month
periods ended December 31, 2005 when
compared to their respective prior year
periods. The increases were as a resule
of the assessmenc and corresponding
changes in che fair values of the
property, plant and equipment and other
intangibles on the date of acquisition

by the Fund and the resulcant change in
depreciation and amortization expense.

RESULTS OF CORPORATE
AND OTHER

Corporate and Other resules as presented
below include the Fund’s loan to, and
convertible royalry interest in, USEB

as well as its' corporate administrative
operations, including those related to the
Cogen Facilities. The Fund was created
on February 16, 2004 and was dormant
until April 8, 2004, thus the results in the
twelve-menth period ended December
31, 2004 are not comparative and, as
such, will not be discussed.




Corporate and Other Financial Results

Three-month
period ended
December 31,

Three-month
period ended
December 31,

Year ended
December 31,

2005 2004 2005

L S, S S

Interest Incore on Loans to USEB 2,868 2,917 11,546
Other Revenues 221 147 849
Total Revenue 3,089 3,065 12,395
General and Administration Expense 2,117 524 5,953
Adjusted EBITDA Q72 2,541 6,442
Depreciation and Amortization Expense 366 382 1,824
Operating Income 606 2,159 4618

Revenue

Interest Income on Loans to USEB

Interest income on loans to USEB was,
as scheduled. $2,868 in the three-month
and $11,546 in the twelve-month period
ended December 31, 2005 based on a
fixed interest rare of 11.0% per annum
on the loan balance remaining as at
December 31, 2005 of $103,961. The
USEB loan pays principal and interest
monthly. As at the end of December 31,
2005, the Fuad received a toral of $476
in scheduled principal repayments on the
loan receivable from USEB during the
quarterly period and $1,828 during the
twelve-month period.

The terms of che USEB loan agreements
require that [JSEB establish various
restricted reserve accounts upon
origination of the loan and to fund

two of those reserves on an ongoing
basis from available cash flow. USEB's
ten [llinois-based projects receive

a subsidy from che State of Illinois
(“ICC Subsidy”) and a portion thereof
is set aside on a monthly basis into a
reserve account (“ICC Reimbursemenc
Account”). On December 31, 2005,

the total investment value of the ICC
Reimbursement Account was US
$26,429. The ICC Reimbursement
account is invested in a balanced
portfolio of liquid equity and fixed
income instruments. The investments

in the [CC Reimbursement Account
and the ICC subsidy received under
various power sales contracts have been
pledged to collateralize repayment of
the USEB loan to the Fund. In addition,
USEB is required to fund a Debt Service

Reserve Account {"USEB DSR”) an

a quartetly basis from available cash
flow after payment of all operacing

and maintenance expenditures, debt
service, and ICC Subsidy Deposits but
before growth capital expenditures and
dividends (including the convertible
royalty interest). On December 31, 2005,
the USEB DSR had an investment
value of US $2,104. The USEB DSR
cash deposits have been invested in

high quality liquid instruments and also
have been pledged to the Fund to secure
repayment of the loan. The USEB DSR
can be drawn upon first by the Fund to
meet debr service on the USEB loan to
the extent USEB operating cash flow

is insufficient. Including a conscruction
reserve account at the USEB level in the
amount of US $3,366, there were liquid
reserves in excess of US $31,899 thar
collateralize the repayment of the USEB
loan to che Fund as of December 51,
2005. In addition, the Fund's investment
is collateralized by all of USEB’s assets

and energy sales contracrs.

Other Revenues

Other revenue at the Fund level is
comprised of USEB royalty interest,

fee revenue from U.S. development
partners as well as miscellaneous interest

income on cash equivalents held at che
Fund level.

Total General and
Administration Expenses

In the three-month period ended
December 31, 2005, general and
administration expense increased by
$1,593. The subordinated distribution

accrued to the Manager in the quarter

was $715. A further $549 of the

increase related to accruals for increased

© compensation in connection with

the Fund'’s expanded operations and
meeting cercain operational and growth
related incentive targets’pursuant to the
terms of the Management Agreement.
Developmenc fee revenue and expenses
owing from U.S. Energy Systems, Inc.
("USEY") accrued during the period
from May through September 2005

of approximately $165 were written

off during the fourth quarter of 2005,
further contributing to the comparative
increase. The remainder of the increase in
general and administration costs related
primarily to incremental costs associared
with increased cransfer agent, audic, tax
and insurance accruals.

In the year ended December 31, 2005,
the $5,953 of general and administration
expense included the subordinated
distribution accrued ro the Manager of
$1,993, as described above, as well as the
reimbursement of transaction costs of
$437 paid to the Manager related to the
Ripon Power acquisition. The other cost
differences from the prior period ended
December 31, 2004 occurred primarily
during the fourth quarter of 2005 as
outlined above. In the three-month
period and the year ended December

31, 2005, transaction costs related to

che Ripon transaction of $642 and
$1,080, respectively, were expensed, but
were not deducted in the calculation of
distributable cash per unir, as the costs
were part of the Ripon transaction and
not paid from cash flow from regular
operations.

Operating Results cont’d ( page 27 )



Adijusted EBITDA

Adjusted EBITDA decreased by $1,569 or 62% in the three-month period ended December 31, 2005 compared with the three-montch
period ended December 31, 2004 due to a slight decline in revenue coupled with an increase in expenses as described above. The
Manager’s share of the Subordinated Distribution which accounted for half of the increase in general administrative expenses are not

an ongoing cost to manage the Fund’s operating activities.

Depreciation and Amortization Expense

There was little change in depreciation and amortization expense in the comparative three-month period ended December 31, 2005.

-

I

DISTRIBUTIONS DECLARED TO UNITHOLDERS

While the first quarcer of the calendar year is generally the most profitable quarter for the District Energy Systems, the second
and third quarters are generally the weakest quarters due to warmer temperatures which result in lower demand for thermal energy
requirements by customers. The results of the Cogen Facilicies directly offset this pattern in that their most profitable quarters

are generally the second and third quarters when capacity payments under the power surchase agreements are the highest. On

a consolidated basis, cash flow is expected o be greatest during the second and third quarters on an ongoing basis due to the

contribution from the Cogen Facilities.

Three-month

267-day period

period ended Year ended ended
December 31, December 31, December 31,
2005 2005 2004
S $ $
Cash provided by operating activities 3,145 16,541 8,708
Add: Changes in working capital - 2,205 2,393 1,409
Funds from operations before working capital changes 5,350 18,934 10,117
Add:
Receipt of principal on USEB loans 476 1,828 1,217
Transaction costs expensed’ 642 1,080
Deduct:
Principal repayments on Cogen Facilities’ projectrelated debt - 957
Purchases of capital assets for regular operations? 128 504 253
Royalty Interest® 133 369
Distributable cash for the period 6,207 20,012 11,075
Distributions declured for the period 4,674 16,145 11,161
Distributable cash per Trust Unit for the period 0.364 1.290 0.743
Distributions declcared per Trust Unit for the period (whole dollars) 0.271 1.041 0.749

! Transaction costs related to the Ripon acquisition transaction were paid fo the Manager and advisors out of financing proceeds

and were not operctioncl in nature

2 Purchases of capital assets for regular operations are non-expansionary capital exgenditures. Total capital expenditures for the

year ended December 31, 2005 were $855.

% As the timing of the receipt of the royalty interest income earned in a period is degendent upon the timing and extent of equity
distributions made by USEB to its shareholders’, royalty interest income will only be included in the coleulation of distributable cash
when payments related to the royalty interest are received from USEB. This method of calculating distributable cash was adopted
retroactively in the three-month period ended March 31, 2005. Prior to January 1, 2005, distributable cash included royalty

interest income as earned.
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The Fund pays monthly cash
discributions to Unitholders on or about
the lasc business day of each month

to Unitholders of record on the last
business day of the prior month. The
ex-distribution date is two business days
prior to the last business day of the prior
month. From the inception of the Fund
an April 8, 2004 up to the discribution
declared in September 2005, all
discributions declared have been $0.0854
per month, except for the distributions
payable December 31, 2004 and June 30,
2005 which were $0.0855 to make up for
rounding differences. On Seprember 23,
2005 the Fund announced an increase in
distributions to approximately $0.0863
per month, which is equivalent to $1.035
per trust unit per annum.

The Fund intends to meet future
distribution payments from cash flow
generated from its operating assers and
investments, and expects to maintain
cash distributions for che 2005 year at
the increased level of $1.035 as noted
above, compared with annualized
diseributions, since inception, of $1.025
per Trust Unir.

The composition of distributions paid
by the Fund for 2004 was approximately
71% return on capital and 29% return

of capital. The Manager estimates that
in 2005, the composition of distributions
for tax purposes will be approximately
66% return on capital and 34% return

of capital.

Payments Due by Period

H i H 7
LIQUIDITY

AND CAPITAL
RESOURCES

The Fund expects to be able to mzet all
of its obligations from cash flow from
operations and investments. Additionally,
the Fund has $10,312 of cash on nand.
As of December 31, 2005, the Fund's
three-year $80,000 Amended Credit
Facility had on outstanding balance of
$47,500. Additionally, a US $3,000
Letter of Credit was outstanding, and
$1,615 was drawn on the swing line of
credit, leaving $27,396 in available credit.
This remaining unutilized commitment
amount remains available for working
capital purposes, including financing new
growth and the expansion of existing
facilities. On November 14, 2005, the
dare of the closing of the Offering, the
Fund repaid $30.500 of the Amended
Credir Facility and an indirect subsidiary

of the Fund acquired the Cogen Facilities

project-related debt with an outstanding
balance of US $58,718 and repaic. a
working capital revolver loan for US
$500. The project-related debe at the
Cogen Facilities’ was acquired and
amended to an amount of approximately
US $52,000 (che "Countryside

Holding Note").

Cash used in investing activities was
$41,830 in the twelve-month period
ended December 31, 2005, due to the

acquisition of Ripon Power, which

required $42,803 in cash, coupled

with scheduled repayments of $1,828
received by the Fund on the USEB loan
offset by $855 in capital expenditures.
Of the capital expenditures, $504 was
operations related capital expenditures
and $351 were growth capital
expenditures, the majority of which
relaced to the efficiency improvemencs
ac the London System.

Net cash provided by financing activities
consists primarily of the net cash received
related to the Offering of $41,155 for
units and $60,258 for the Debentures

as well as increased borrowings on the
Amended Credic Facility of $48,000

to finance the acquisition of Ripon
Power. This cash inflow was offset by
the acquisition of the Cogen Facilities
project-related debe of $70,490 (US
$58,718) and the repayment of che
Amended Credit Facilicy by $30,500
which was funded by the Offering. Cash
used in financing activities included
distributions ro Unitholders and
deferred financing charges related to

the origination and structuring of the
Amended Credit Facilicy.

The increase in cash during the
twelve-month period is primarily related
to the concribution from cash flow from
operations at the Cogen Facilities.

The Fund expects to be able to renew or
refinance its Amended Credit Faciliry

when it comes due.

Contractual Obligations

Total Less than 1 year

1 - 3 years

4 - 5 years After 5 Years

S )

) ) S

Long-term debt 47,500 47,500 -

Exchangeab e debentures 62,295 - 62,295

Swing line of credit 1,615 1,615

Capital lease obligations 291 45 156 71 19

Operating leases 5,459 1,469 2,086 1,656 248

Other long term obligation 17 17

Total Contractual Obligations 117177 3,146 49,742 1,727 62,562
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SUMMARY OF QUARTERLY OPERATIONAL RESULTS
83-Day  Three-month  Three—month
Period Period Period
Ended Ended Ended
June 30, September December
2004 30, 2004 31, 2004
Q2 Q3 Q4

Energy Volumes

Sales of Steam {Mibs) 67,897 68,225 116,952
Sales of Hot Weter {MMBLus) 52,976 37,520 88,286
Sales of Chilled Water (MTon/hr) 739 1,285 257
Sales of Electricity (MWh] 125 18 201
Fuel Consumed (MMBLus) 204,975 182,625 328,596
Financial Indicators S S S
Total Revenues 6,543 6,714 7,879
Adjusted EBITDA 3,599 3,861 3,843
Net Income 2,711 2,694 2,160
Net income per Trust Unit {whole dollars) 0.18 0.18 0.15

Three—month

Three—month

Three-month  Three—month

Period Period Period Period

Ended Ended Ended Ended

March 31, June 30, September December

2005 2005 30, 2005 31, 2005

ai Q2 Q3 04

Energy Volumes

Sales of Steam (Mlbs) 171,842 72,222 180,926 240,084
Sales of Hot Weter (MMBtus) 132,625 60,119 32,516 88,053
Sales of Chilled Water {MTon/hr) 136 Q15 1,593 268
Sales of Electriciry (MWh) 292 171 133,393 103,830
Fuel Consumed (MMBtus) 436,099 223,442 1,498,207 1,887,829
Financial Indicaters S S S S
Total Revenues Q.376 7,189 26,754 23,842
Adjusted EBITDA 4,427 3,145 10,565 6,486
Net Income 3,020 891 5211 4,039
Net income per Trust Unit (whole dollars) 0.20 0.06 0.35 0.24

All of the indicators outlined above
have been significantly impacted by

the acquisition of the Cogen Facilities
beginning with Q3 of 2005. The third
quarter of 2005 was the first time the
Cogen Facilities' energy volumes and
financial results were incorporaced

into those of the Fund, and the quarter
included the full quarter of the Cogen
Facilities' results. This makes che
comparability of quarters before and after
the Ripon Power acquisition on June 29,
2005 less meaningful.

Diserict Energy System energy volumes
and sales are seasonal, with a majority

of energy volumes, sales and earnings
occurring during the winter heating
season and typically lower results during
spring and fall when less heating is
required by customers. Sales of steam and
hot water are greatest during the winter
heating season in Q1 and Q4, while sales
in the summer quarters, Q2 and Q3, are
much lower in terms of revenue earned.
The Cogen Facilities' energy volumes
and sales are also seasonal, offsetting the
seasonal impact of the District Energy
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Systems. The majoricy of the Cogen
Facilities sales and earnings occur during
the summer quarters, Q2 and Q3, and
results are lower during the winter
season when electrical capacity revenues
are lower. The cyclicality of the Cogen
Facilities' resules are expected to have a
greater overall impact on energy volumes,
revenues, Adjusted EBITDA and net
income than those of the District

Energy Systems.



Adjusted EBITDA and net income

will generally follow a seasonal partern
similar to increases and decreases in
energy volume sales, although there were
some anomalies in Q2 and Q3 2004,

as well as Q2 2005 due to non-cash
related adjustments for unrealized gains
and losses on the interest rate swap and
foreign exchange, write-off of deferred
financing fees on che original bank credit
facility and for the deferred tax treatment
of some items. The results for Adjusted
EBITDA and net income in che
three-month period ended June 30,

2005 were significantly impacted by

the expensing of Ripon Power related
transaction costs of $437 paid to the
Manager, as well as the write off of $415
in deferred financing fees also related to
the Ripon Power acquisition. Excluding
these transaction costs related to the
Ripon Power acquisition, Adjusted
EBITDA would have been $3,997 and
net income would have been $1,743.
These expenses were not related to the
ongoing operations of the Fund.

Prior to the :hird quarter of 2005, the
variance in revenue between quarterly
periods was due primarily o the
commencement of the winter heating
season in the three-month period ended
December 31, 2004. The Cogen Facilities
contributed much of the increases in sales
volumes and fuel consumed between
2004 and 2005.

FINANCIAL
STRUMENTS

Interest Rate Swap

During December 2005 one of the
Fund’s indirecr subsidiaries enterad

into an interest rate swap agreement to
fix the interest rate paid on $47,000 of
its long-term debt at a current rate of
3.87%. The swap matures on Junz 27,
2008. The notional amount of the swap
is $47,000 and paymencs are due every
three monchs. As at December 3., 2005,
the fair value of the swap agreemenc was

$253 favourable.

Foreign Exchange

Substantially all of the District Energy
System’s operations and earnings are

in Canadian dollars. The USEB loan is
denominated in Canadian dollars and
the interest is fixed at 11.0% per annum,
which mitigates the foreign exchange
and revenue volatility risk of che Fund,
respectively. Therefore, the foreign
exchange risk remains with USEB with
respect to servicing the USEB Loans.

The operations and earnings of the
Cogen Facilities are in US dollars. The
Fund has capital-related obligations in
the form of interest paymencs on the
Debentures, as a result of the acquisition
of Ripon Power. Of the annual US
dollar cash flow from the Cogen
Facilities that is expected to meer those
obligations, approximately US $3,400

is naturally hedged through the fixed
interest coupon relaced ro the US dollar
denominated Debentures issued through
Countryside Canada.

Approximately US $5,300 of annual cash
flow from the Cogen Facilities, all or a
portion of which is expected to be used
to meet Canadian dollar denominated
deb service obligations and anticipated
monthly unitholder distributions, is
hedged using Canadian dollar, monthly
“knockout” call option contracts which
have an exercise price of US $0.89

per Canadian dollar. The Fund has
purchased chirty-six consecutive monthly
call option contracts at the same exercise
price until December 2008. To che extent
that the US/Canadian dollar exchange
rate reaches US $0.84 (the “Knockout
Price”) at anytime while option contracts
are still in effect, the remaining unexpired
monthly call option contracts will
immediately expire and be automatically
replaced with 2 forward foreign exchange
contract at an exchange rate equal to the
Knockout Price with the same scheduled
monthly Canadian dollar amounts and

a final expiry of December 2008. When
the US dollar exchange race reaches
$0.89 or higher, the Fund has the option
to exercise the call option and fix che
exchange rate at $0.84. The parameters
related to the call options and currency
hedge described above have the effect

of limiting the Fund’s risk to foreign
exchange fluctuation between $0.84 and
$0.89 on US $5,300 annually for a three

year period.

The call option contracts were entered
into with a Schedule 1 bank during
December of 2005 ac a cost of US $188.

Financial Instruments
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RISKS AND
UNCERTAINTIES
Risks Related to Operations

USEB’s Renewable Projects’ ability to
generate and deliver to its customers
electricity and biogas (as applicable) on

a daily basis and ar certain expected levels
is the main factor in determining the cash
available for payrnents by USEB

to Countryside Canada under the
USEB Loan and the USEB Royalty.
Similarly the Diserict Energy Systems’
ability to deliver steam, hot water and
chilled warer to its customers is the main
factor for determining the cash available
for distribution o unicholders from such
facilities. Likewise, the Cogen Facilities
ability to deliver electricity

and steam to their customers is the

main factor for determining cash
available for discribution to unicholders
from such facilities. If operations are
interrupted ac the Fund’s operating
facilities or USEB due to mechanical
failure, lack of fuel supply or for other
reasons, it could have a negative effect
on distriburable cash to unitholders.

The amount of energy produced by
USEB's Renewable Projects also depends
on the extraction and availability of
biogas from public and privately owned
landfills. The quzntity of biogas available
and the ability to collect it is determined
by numerous factors which are beyond
the control of USEB and which cannot
be predicted with certainty.

Likewise, the amount of energy generared
by the PEI System is dependent on the
availability of a suitable supply of wood
waste and municipal solid waste which
may be subject to adverse change for
reasons beyond the control of the Fund.

The Cogen Facilities use natural gas

for fuel. The Cogen Facilicies currently
purchase natural gas through purchase
transactions entered into pursuant to

a base gas purchase agreement which
expires on June 30, 2006. There can be no
assurance thac the Cogen Facilicies will
enter into new long-term gas contracts
or otherwise purchase natural gas in the
marker at the same price as they receive
today. Further, the prices which the
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Cogen Facilities currently pay for nacural
gas correlate with the energy prices
which the Cogen Facilities receive under
amendments to its PPA’s. Such PPA
amendments expire on June 30, 2006 and
the energy prices received are expected
to revert to the utilicies full short run
avoided costs, commonly referred to as
Short Run Avoided Cost or "SRAC",
which currently correlate with California
gas price indices. The Ripon PPA and
the San Gabriel PPA do not expire uricil
2018 and 2016 respectively.

The SRAC rates are the subject of a
pending regulacory proceeding and

may be modified. (See “Risks and
Uncertainties — Electricity Pricing”).
The Manager is artempting to negotiate
new gas purchase contracts which will
correlate the Cogen Facilicies' furure

gas costs with future energy prices.

In the event such negotiations are
unsuccessful and the Cogen Facilities'
gas costs increase without compensating
adjuscments in energy prices, operating
margins at the Cogen Facilities may be
reduced in turn reducing the Fund’s
discriburable cash.

Electricity Pricing

While a majority of the off-takers

of USEB's Renewable Projects are
contractually obligated to purchase
electricity under long-term PPAs, those
projects based on marker pricing will be
exposed to fluctuations in the wholesale
price of electricity. In addicion, should
any of the long-term contracts terminate
or expire, USEB will be required to eirher
re-negotiate with existing off-takers,
negotiate new PPAs with new off-takers,
or sell electricity into the electricity
wholesale market or spot marker, in
which case the prices for electricity will
depend on prevailing market conditions.
Similarly, when the USEB Renewable
Projects located in Illinois are no longer
eligible to receive incentives under the
1llinois Public Utilities Act, it is expec-ed
that the projects will seek to negotiate
new contracts in the wholesale and green
power markets based on rates prevailing
in those power markets at the time.
Further, the Gross Price which USEB's
Tllinois-based Renewable Projects receive
is equal to the average amount per kWh
paid by the local government entities in
the project’s respective jurisdiction which
has been subject to change and, may be
subject to further change in the future.

The Cogen Facilities sell power pursuant
to two long term PPAs which provide
for capacicy payments (which are
substantially fixed) and energy payments,
which generally are based on utilities’
full SRAC as determined by the CPUC.
Under the PPAs, the Cogen Facilities
ongoing ability to receive the full firm
capacity payment and capacity bonus
payments is conditioned upon the
delivery of the contract capacity during
on-peak hours during the summer

peak months May through October for
the Ripon Facility and June through
September for the San Gabriel Facility
subject to certain terms and conditions.
Any adverse change in capacity and/or
capacity bonus payments may negarively
impacr the Cogen Facilities cash flow
which in turn may negatively impact the
Fund's distributable cash.

In 2001, the Ripon Facility and PG&E
entered into a 5 year amendment of the
Ripon Facility PPA which substituted

a primarily fixed energy rate (subject to
adjustment for time of use factors) for
SRAC. When this amendment expires
in July 2006, it is expected chat the
Ripon Facility will again receive energy
payments under the Ripon Facility
PPA based on PG&E's SRAC prices.
The San Gabriel Facility currently
receives a monthly energy payment for
energy delivered to SCE in an amount
calculated by reference to a SRAC pricing
formula specified in the five year interim
agreement of its PPA which terminates
no later than July 1, 2006 ("SG
Amendment”). Currently, che SRAC
energy prices are based on a transition
formula, which is determined separately
by each utility on a monthly basis. The
authority ro modify the elements of the
SRAC energy price formula rests wich
the CPUC, subject to certain statutory
requirements imposed by the Electric
Utility Industry Restructuring Act
{Assembly Bill 1890). There is an open
proceeding in which the CPUC has
indicated it will review the SRAC pricing
for possible prospective changes. There
can be no assurance that any change in
the SRAC price methodology will not
adversely affect the operating margins
derived by the Ripon Facility from the
PPAs and, consequently, the Fund’s

distributable cash.



Furchermore, the Cogen Facilities PPAs
terminate in 2018 (Ripon) and 2016
{San Gabriel). There is no assurance chat
upon expiry of such PPAs, the Fund's
subsidiaries will be able to enter into new
PPAs or otherwise sell their power into
the marker =t prices at or above projected
levels. Future prices and rates cannot

be predicted with certaincy and will
inevitably deviate from such forecasts and
such deviation may be macerial.

Significant declines in prices and rates
would be expected to have a marerial
adverse impact on USEB and/or Cogen
Facilities as zpplicable. While the
Manager believes thar strategies exist

to mirigate, at least in part, the adverse
effects of such price declines, there is no
assurance such scrategies will be available
or implemerted successfully.

Foreign Currency Fluctuations

A majority cf the Fund’s costs and its
financial obligations to its lenders and
unicholders are denominated in Canadian
dollars. Ir's obligation to Debenture
holders is denominated in US dollars.

The USEB Loan is denominated in
Canadian dollars, requiring USEB to
make payments on the USEB Loan

in Canadian dollars. Because USEB is
exposed to currency exchange rate risk
as a resule of the loans, the loan
documents require USEB to enter into
currency hedge agreements during the
entire term of the loan to mirigate the
risk posed by the currency transaction
risk into Canadian dollars. To the
extent that USEB's ability to sacisfy

its obligations under the USEB Loan
is affected by an unfavorable exchange
rate or an inability to maintain hedging
arrangements in the fucure, the Fund's
ability to pay cash distributions to
unitholders raay also be affecred.

The Cogen Facilities' revenues derived
from PPAs and steam sale agreements
are denominaced in US dollars as

is the expected resultant US dollar
denominated distriburable cash from
the Cogen Facilities. The Manager has
entered into 4 foreign exchange option
to mitigate the effect of the resultant
foreign exchange risk relared to the
portion of US dollar revenues required
to meet its Canadian dollar obligations
and anticipated unitholder distributions
as outlined under the section “Financial
Instruments - Foreign Exchange”.

Interest Rate and
Debt Repayment Risk

At present, the Fund’s Amended Credic
Facility bears interest at a variabl: rare
based on short-term Canadian banker's
acceptances and Canadian prime rates.
An increase in short-term interest rates, if
unhedged, could affect the Fund’s abiliey
to pay interest on outstanding balances
under the Amended Credit Faciliry

and distributions to unitholders. To
mitigate chis interest race risk, the Fund
has entered into an interest rate swap
agreement, which sets the base incerest
rate at a fixed coupon for a porticn of the
balance and term of the loan.

The Fund has approximately US $55,000
of Debentures ourstanding which bear
interest at a fixed coupon rate of 6.25%
and are payable in US dollars. A decrease
in revenues earned or an increase in
expenses incurred by the Cogen Facilities
could affect the Fund’s ability to pay
interest to holders of the Debentures.

With regard to debt repayment risk, there
can be no assurance thar the Fund will
have sufficient capital or be successful in
refinancing the Amended Credit Facility
or the Debentures when they mature.

Tax Risk

There is no guarantee that Canadian

or U.S. tax legislation and creacment of
mutual fund cruses will not change in such
a way as to adversely affect discribucions
to unitholders. For example, if U.S. rax
legislation were to change adversely or
U.S. tax authorities to challenge how
USEB or Countryside US Holding treats
certain tax deductions when calculating
its taxable income, the payments received
by the Fund’s Canadian subsidiaries from
USEB and Countryside US Holding
could be reduced.

In addition, USEB currently receives
income from the sale of the United
States Internal Revenue Code of 1986,
as amended (the “Code”) Section 29 rax
credits which will expire on Deceraber
31, 2007 unless che law is extended.
Through December 31, 2007, Code
Section 29 has a phase out provision
that is triggered when the “Market
Wellhead Price” of domestic crude oil
reaches certain “Phase-out Prices” as
determined by the Internal Revenue
Service (“IRS"). The phase-out is
proportional. Due to the recent spike
in oil prices, Market Wellhead Prices

in 2005 have, on occasion, exceeded the
price at which the Phase out would be
triggered. Nevertheless, based on average
Market Wellhead Prices for 2005 and
estimates of 2005 Phase-out Prices, the
Manager believes thar the Phase-our

will noe be triggered in 2005. However,
there can be no assurance that furure oil
prices will remain under fucure phase our
levels in 2006 and 2007. If a phase out is
triggered during such years or in 2005,
USEB'’s income from Code Section 29
tax credits may be reduced or eliminated,
thus reducing cash available for servicing
debt service on the USEB Loan and for
payments of che royalty.

Regulatory and Legislative Risk

The Fund’s District Energy Systems,
USEB's Renewable Projects and the
Cogen Facilities muse be licensed

to comply with energy, operational,
environmental, and safety statutes,
standards, orders and regularions
enacted by legislative bodies and
imposed by regulatory bodies. Although
the Fund believes that all such facilities *
are in compliance in all material respects
with such statutes, permits, standards,
orders and regulacions, failure o operate
the facilities in compliance with such
statutes, permits, standards, orders and
regulations may require temporary or
permanent cessation of operations of
the facilities and may expose owners and
operarors to claims and clean-up costs.
Any new law or regulation could require
significant new expenditures to achieve or
maintain compliance.

Qualifying Facility and
Qualifying Solid Waste
Energy Facility Status

The Cogen Faciliries and che majority
of USEBS facilities are QFs under the
Public Utilities Act of 1978 as amended
("PURPA") as implemented by the
Federal Energy Regulatory Commission
("FERC"). Loss of QF status could
trigger defaults under covenants to
maintain QF status under the PPAs and
debr agreements (including in the case
of USEBSs facilities, the USEB Loan)
and result in PPA terminarion, penalties
or acceleration of indebredness under
such agreements plus interest. Further,
under PURPA, a regulated urility could
refuse to purchase electricity from the
facility(ies) ac such utility’s avoided cost
if QF status were lost and may be
entitled to certain remedies for breach
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of an existing PPA including the right

to terminate the PPA. In addition, the
FERC has asserted jurisdiction over the
rates charged by QFs during periods
when a facility does not operate in
compliance wich the applicable

QF criteria and has indicated its
willingness to order the refund of
payments previcusly made under

PPAs in some cases. Further, loss of

QF starus could expose either Facilicy

to regulation by FERC under the Federal
Power Act, by the CPUC and, until
February 8, 2005, by the Securities and
Exchange Comrnission under the

Public Utility Holding Company Act.
Additionally if one of USEB's Illinois
facilities lost QF status, it may lose QSW
status (as defined below) under che
linois Public Utilities Act.

Any of these consequences would

result in substantial regulatory burdens,
potentially lower revenues from power
sales and potentially insurmountable
impediments to affected entities with
regard to conducting business in

the manner currently concemplared.
Accordingly, the Cogen Facilities ability
to generate distriburable cash as well as
the ability of USEB's facilities to generate
cash to service the USEB Loan and make
payments under the USEB Royalry is
dependent on their maintaining QF
status. A facilicy may lose its QF status
either temporarily or permanently.

On August 8, 2005, comprehensive
energy legislation was enacted when

the President of the United States signed
into law EPA 2005, including several
changes to PURPA. On February 2,
2006, the FERC issued its Order No.
671 promulgating new regulacions to
reflect the changes in PURPA made

by EPA 2005.

Most of the changes to PURPA made by
EPA 2005 and the FERC's Order No.
671 will apply only to new cogeneration
facilities and, cherefore, will not affect the
Cogen Facilicies or USEB's facilities at
lease for as long as the thermal output of
the facilities is sold ro the existing steam
hosts. If any such facilities should lose
QF status and if it should be determined
that che purchasing utility has che righe
to terminate its PPA as a result thereof,
the provisions of EPA 2005 and the new
FERC regulatior.s promulgated there

under may apply to any new

PPA entered into under PURPA for any
of the facilities. In Order No. 671, the
FERC eliminated the exemption from
rate regulations under Sections 205 :nd
206 of the Federal Power Act for sales of
electricity made by qualifying facilities
other than pursuant to a State regulatory
authoriry’s implementation of PURPA.
As a resulr, should elecericity be sold
from eicher of the Cogen Facilities other
than pursuant to cheir existing PPAs,

the contracr or tariff pursuant to which
the electricity is sold will have to be filed
with, and accepted for filing by,

the FERC.

Certain of USEB's Renewable Projects
in Ilinois receive cerrain benefits and
exemptions because each is a Qualified
Solid Waste Energy Facilicy ("QSW
Status”) under the Retail Rate Law of
the Illinois Public Utilicies Act (the
“Retail Rate Law”). If any of USEB's
Illinois Renewable Projects were to

lose its QSW status, the facility would
no longer be entitled to the benefits of
the Retail Rate Law. In such event the
applicable Illinois utility may no longer
be required to purchase electricity from
the relevant projects at the rates provided
for in the Retail Rare Law. Under cerrain
circumstances, loss of QFW Stacus

on a retroactive basis could lead to,
among other things, claims by the uci.icy
cuscomers for a refund of payments

already made.

Further, such facilicies may lose all or
some of such benefits if PURPA or

the Illinois Public Utilicies Act (or the
regulacions or orders promulgated there
under) were repealed or modified or if
any court or regulatory body adopted

a new interpretation of such statute,
regularion or order. From time to time,
legislation modifying the Illinois Public
Utility Act has been proposed. If certain
of the introduced legislation had been
enacted in its proposed form, it woulc,
reasonably be expected to have 2 material
adverse effect on the QSWEFS. To date
such legislation has not been enacted;
however there can be no assurance that
such legislarion will not be enacted in
the future. Any of these events could
have a material adverse effect on USEB's
ability to make payments to the Fund’s
Canadian subsidiary under the USEB
Loan or USEB Royalty.
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Potential Cogen Facilities’
Refund Liability

A proceeding is currently pending before
the CPUC in Docket No. R 99-11-

022 in which the CPUC is considering
whether vo apply retroactively for the
period December, 2000 chrough March,
2001 a March, 2001 decision (D. 01-
03-067) which, among other things,
modified the methodology used in
calculating SRAC and thereby decreased
SRAC levels for the period commencing
March 27, 2001. In September, 2002,
the California Courrt of Appeals found
that the CPUC had violated PURPA for
failing to consider SCE's argument chat
the CPUC should retroactively apply the
modified SRAC formula. Southern Cal.
Edison vs. Public Utilities Comm™n., 101
Cal. App. 4th 982 (2002). The Court of
Appeals directed the CPUC to consider
SCE'’s request. In February, 2005, a Draft
Decision was issued by the assigned
Commissioner who found thac“evidence
shows SRAC prices were correct between
December 2000 and March 2001, and
retroactive application of the modified
SRAC formula is not warranted” Various
parties have submitted comments on the
Drift Decision, including PG&E, SCE,
a ratepayer organizarion and the CPUC's
Office of Rarepayer Advocates, objecting
to the Drafr Decision. The CPUC has
not yet issued a final decision in the
matter and is free to accept the Draft
Decision as wricten, modify it or reject

it in its entirety. The outcome of this
proceeding cannot be predicted. Even in
the event of an adverse CPUC decision,
the Manager has been advised by counsel
that the Cogen Facilities would have
several meritorious legal defenses chat
would be available to protect the Cogen
Facilities from any material adverse
impact. However, there is no assurance
that the Cogen Facilities would prevail
on such defenses if called upon to assert
them. If the CPUC ultimately adopts

a final order imposing a retroactive
modification to the SRAC formula,

and a remedy based thereon is ordered
or authorized, and if such final order
and remedy is not reversed on appeal or
otherwise enjoined, QFs including the
Ripon and San Gabriel Facilities could
be required to make refunds and/or
accept reduced payments (by way of
offsec of past overpayment against future
payments for power delivered) under
their respective PPAs. Such refunds or
reduced payments could materially and
adversely affect the Cogen Faciliries’
abiliry o generate discributable cash.



Potential Cogen Facilities’
Steam Host Termination

for Convenience

Both steam hosts at the Cogen Facilities
are permitted to terminace their
respective steam sales agreements for

convenience under certain circumstances.

Each steam sales agreement provides
chat, in such event, the steam customer
must make a specific monetary payment
to the Cogen Facilities to cover their
cost of obtaining a replacement steam
host. The San Gabrie] Facility’s steam
host’s obligation to make such payment
terminates after the twelfth year of the
steam sale agreement. Such steam host
may also discharge its obligation by
obtaining a replacement steam host. It
is possible that either sceam host may
exercise such termination right but fail
to comply with its obligations co obeain
or fund the cost to obtain a replacement
steam host due to lack of resources or for
other reasons. In such event the Cogen
Facilicies mav not have an adequate
remedy agairst the steam host and be
required to obtain a replacement steam
host at its own expense or probably

lose its QF svatus. Loss of QF Status
would have 2 material adverse effect

on the Cogen Facilities. See "Risk and
Uncertainties” - Qualifying Facility

and Qualifying Solid Waste Energy
Facility Scatus”.

Reliance on Third Parties and
Potential Conflicts of Interest

Pursuant to the Management Agreement
and the Administration Agreement,
commencing on November 1, 2005

the Fund and its subsidiaries will

rely substancially on the Manager

and its Canadian subsidiary for
management, administrarion and
project development functions.

(See " Transactions with Related

Parties — Management Agreement

and Adminiscration Agreement”).
There may be circumstances in which
the interests of the Manager, its affiliates
or entities managed by such parties

may conflict with those of the Fund,
Countryside Canada, its subsidiaries
and the Unitholders. Although the
Manager’s senior executives are required
to devote a significant majority of their
time for the benefit of Countryside
Canada, Countryside US Holdings and
its subsidiaries and to the development
of projects reasonably expected to be

within the acquisition criteria of tae
Fund, the Manager's personnel are not
required to devote their time exclusively
to these acrivities. Further, while the
Manager is prohibited from providing
management and administrative services
to third parties other than the Fund, the
Manager may develop and own erergy
and utility infrastructure projects for its
own account or jointly with third parties,
subject to its obligation to provide the
Fund with a first opportunity to iavest
in such projects. Thus, subject to the
constraints described above, the Manager
and its senior executives may engage in
activities similar to the current activities
of the Fund, Countryside Canada and

its subsidiaries.

The Manager and its affiliates, however,
will provide Countryside Canada and ics
subsidiaries with the first opportunity to
invest in any entity or asset that meers
the investment criteria of the Fund and
Countryside Canada that the Manager
or its affiliates develop, own or control.
The Manager shall only be free to offer
such investment opportunities to third
parties or to pursue them for its own
account if Countryside Canada or its
subsidiaries decline or are unable :0
pursue such oppormnities..

Circumstances may arise where the

Fund trustees or members of the lroard
of directors of a corporation in which the
Fund has invesced are directors ot officers
of corporations that compete with the
incerests of the Fund. No assurances can
be given that opportunities identified

by such persons will be provided ro the
Fund or an entity in which the Fund

has invested.

Further provisions in the Declararion

of Trust, which are similar to those
contained in the Canada Business
Corporations Act, provide certain
procedures to be followed in the event
of such conflicts of interests, and certain
remedies may be available to the Fund
where such procedures are not followed.

The Fund is reliant upon USEB with
respect to the administration and
operations management of the USEB
Renewable Projects. The Cogen Facilities
are partially reliant on independent
concractors for the day to day operational
and asset management of the facilities.

Transactions with Related Parties

The Fund's business risks remained
substantially unchanged since December
31, 2004 except for che addition of the

Cogen Facilities related issues.

Other Risks

For a more detailed discussion of risk
factors, reference should be made to

the 2004 Annual Information Form, as
well as the Prospectus of the Fund and
Countryside Canada filed wich securities
regulators on November 8, 2005 pages 55
to 65 which are incorporated by reference
and filed on www.sedar.com.

TRANSACTIONS
WITH RELATED
PARTIES

Development Agreement
with Cinergy and USEY

Countryside U.S. Power Inc.
("Countryside U.S. Power"), a subsidiary
of Countryside Canada, has entered

into a Development Agreement with an
indirect subsidiary of Cinergy and USEY
under which, subject to its terms and
conditions, the Cinergy subsidiary and
USEY will contribute their experience
and financial resources to the acquisition,
development, improvement and operarion
of energy projects that they choose to
pursue and that will meet the Fund's
investment and growth objectives.
Countryside U.S. Power, through service
provided by Countryside Ventures,
provides investment analysis and
evaluation services on behalf of all parties
to the agreement. In consideration

for these services, Countryside U.S.
Power shall be paid an annual fee of
approximately US $440 for 2005 from an
indirect subsidiary of Cinergy and USEY.

Commencing in May 2005, USEY ceased
monthly fee payments. Countryside US
Power and USEY are in discussions
concerning USEY's obligations under the
Development Agreement to determine

a possible resclution. The Development
Agreement has an initial term of five
years and will be auromatically renewed
for an additional five-year term anless
terminated by any party.
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Independence Power LLC

On June 29, 2005, Countryside US
Holding, an indirect subsidiary of the
Fund, paid $437 to Independence
Power LLC in censideration for

services performed by Independence

for Countryside US Holding in
connection with the origination and
structuring of the acquisition of Ripon
Power. Independence changed its

name to Countryside Venrures LLC
(“Countryside Ventures”) on September
19, 2005. Countryside Ventures is
controlled by members of senior
management of the Fund who serve as
officers and directors of cerrain Fund
subsidiaries including Countryside US
Holding. Such payment was approved by
the Joint Compensation and Corporate
Governance Committee of the Fund and
Countryside Carada based, in part, on an
opinion from an independent financial
advisor that the payment was fair.

Management Agreement

On September 23, 2005, Countryside
US Holding and Countryside Canada
entered into the Management Agreement
with Countryside Ventures as ouclined
above under "Ovarview of Fund and
Recent Developrnents ~ Recent
Developments — Increase in Unitholder
Distributions and Management
Agreement”. During 2005, a total of $805
was paid to Countryside Ventures related
to the short term incentive plan and
reimbursement of costs pursuant to the
Management Agreement.

Administration Agreement

On September 26, 2005 the Fund and
Countryside U.S. Power entered into

a Management and Administration
Agreement ("Adminiscration
Agreement”) with Countryside Canacla
Ventures Inc. (“Countryside Ventures
Canada”), which is a wholly owned
subsidiary of Countryside Ventures.
Under the Administration Agreement,
effective November 1, 2005, Countryside
Ventures Canada commenced, provicing
management and administracive services
to the Fund and Countryside Canada.
In carrying our the services described
above, Countryside Ventures Canada
and its affiliates will be entitled to
reimbursement from the Fund and
Countryside Canada of all costs and
expenses incurred in connection
therewith. During 2005, a total of nil
was paid to Countryside

Ventures Canada.

Operating Agreement

As provided for in the Management
Agreement, Countryside US Holding
and Countryside Ventures entered

into an Operating Agreement on
November 3, 2005 respecting Ripon
Power which was effective as of July 1,
2005. This agreement will implement
for the Ripon Power acquisition, the
long-term incentive plan provided for
in the Management Agreement. Under
the terms of the Operating Agreement,
Countryside US Holding will hold a
preferred membership interest (the
“Preferred Interest”) entitling it to
preferred distributions of “net cash
flow” from operations and “net cash
proceeds” from capital transactions

as such rerms will be defined in the
Operating Agreement. Countryside
US Holding and Countryside Venturzs
will, hold subordinate membership
interests (“the "Subordinate Interests”)
entitling them to residual distributions
made to members, after distributions
made in respect of the Preferred Interest,
in a ratio of 75:25. Countryside
Ventures Subordinate Interest
distribution is subject ro downward
adjustment and mutual exchange rights
as provided in the Management
Agreement. During 2005, a total of
$1,515 was paid to Countryside Ventures
pursuant to the Operating Agreement
velated to its Subordinated Interest.
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I T A NG T
CONTROLS AND
PROCEDURES

As of December 31, 2005, an evaluation

was carried out, under the supervision
of and with the participation of
management, including the Chief
Executive Officer and the Chief Financial
Officer, of the effectiveness of the Fund’s
disclosure controls and procedures as
defined under Mulcilateral Inscrument
52-109. Based on thac evaluation, the
Chief Executive Officer and the Chief
Financial Officer concluded that the
design and operarion of these disclosure

controls and procedures were effective.
Except for the impact of che Ripon
Power acquisition, no changes were
made in the Fund’s internal control over
financial reporting during the year ended
December 31, 2005, chat have materially
affected, or are reasonably likely to
materially affect, the Fund’s internal
control over financial reporting.

The preparation of the Fund's
consolidared financial statements
requires the Manager to make estimates
and judgments as chey relate to macrers
that are inherently uncertain. Changes
in these judgments or estimates could
have 2 significant impact on the Fund's
consolidared financial statements. The
Manager believes that che following
critical accounting estimates involve che
more significant estimates and judgments
used in the preparation of our annual
consolidared financial statements.

Power Purchase Agreements

Power purchase agreements ("PPAs”")
were recorded at cheir fair values ar che
time of the purchase of Ripon Power.
The fair value of the intangible asset

balance is being amortized over the life of
the PPAs expiring in 2016 & 2018.



Customer Relationships

Customer relationships were recorded

at cheir fair values at the time of the
acquisition of the District Energy
Systems. The fair value of the customer
relationships balance is being amorrized
over 21 years on a straight-line basis.
The Manager has used judgment and
estimates in determining the appropriate
amortization period giving consideration
to both the historical performance of
customer renewals and the useful life of
the energy service agreements in place at
the time of the acquisition of the Diserict
Energy Systems by the Fund.

USEB Loan Receivable

The Fund rezeives interest income and
principal repayments in connection

with their loan to USEB. The Manager
continually monicors the future
expectations of cash receipts from the
loan and the value of the outstanding
principal by assessing USEB's cash flow
generating capability and reviewing major
cash flow factors such as production
volume, operating costs and maintenance
expenses. Consideration is given as to
whether a decline in recent or future cash
flow is regarcled as continuing for an
extended period of time or is temporary.
Should cash flow be insufficient to
service the loan obligation and the
deficiency is regarded as permanent, the
loan is considered impaired and a charge
for impairment must be recognized.

The charge taken will represent the
reduced loan principal required to ensure
that loan obligations can be met. It is che
view of the Manager that there has been
no impairment in these loans in 2005.

OUTLOOK

The Fund anricipates that unitholder
cash distributions will continue at
$1.035 per unit for the remainder of
fiscal 2006. During the course of 20086,
the Fund will reassess the level of its

unicholder diseribucions for possible
increases after it determines the irnpact,
if any, of the SRAC proceeding before
the California Public Utilicy Commission
as it relates to energy payments received
under the power purchase agreements
and the negotiations on final terms

and conditions of new fuel supply
arrangements for the Cogen Facilities.

Operations

The District Energy Systems and Cogen
Facilities are not expected to have any
significant capital expenditures in fiscal
2006 outside of normal operating
maintenance capital expenditures.

Major maintenance or overhaul on
major gas turbine equipment for both
che Ripon Facility and San Gabriel
Facility is scheduled for 2007 and 2008,
respectively. The Fund anricipates the
cost of such major maintenance to be
paid through either cash reserves aeld
back from operations or through funds
drawn under its unutilized credit faciliry.
The District Energy Facilities have
completed major efficiency and extended
life improvements. No scheduled major
maintenance is planned to be undertaken
for the next few years.

Growth
The Manager, on behalf of the Fund,

intends to evaluate the Fund’s potential
participation in a request for proposals
presently being conducted by the Ontario
Power Authority (“OPA”") seeking

to solicit up to 1,000 megawatts of
combined heat and power generation
in the Province of Ontario. The Fund’s
London, Ontario based district energy
facility already operates in this market
and may be able to meet the criteria for
providing a portion of the requested
power generation. The Manager

will evaluace if an expansion of the
London System’s power generating
capability and cerms of a concomitant
new power purchase agreement with
OPA would be competitive in the
market and economically beneficiil to
the Fund, as well as accrerive to the
Fund’s distribucable cash. If cthe Fand's

independent board of trustees deems

such participation advisable, the Manager
will prepare and submit a formal proposal
on behalf of the Fund in response to the
OPA's request. The OPAS decision for
awarding a new power contract under its
solicitation process will likely be ongoing
through 2006 and its final outcome
cannot be predicted at this time by the
Fund or the Manager.

The Manager, on behalf of the Fund, is
also evaluarting the economic benefirs of
expanding the Cogen Facilities' power
generating capability with the aim of
selling additional electrical capacity

and energy to local customers in the
California market. The fundamentals for
power demand growth remain sound in
California. The Manager believes that the
California power market will also provide
other opportunities for power generation
acquisitions similar to the Ripon Power
acquisition as non-strategic players
continue to divest assets.

We are committed to growing the Fund
through accretive investments. We have
a disciplined investment strategy to
identify and pursue acquisitions and
investment opportunities. Our dynamic
indusery has been undergoing a shift in
the ownership of unregulated generarion
assets, which offers a number of
consolidation and partnership prospects
for Countryside. Further, there appears to
be growing support for renewable power
generation from both government and
industry in light of Canada’s commitment
to the Kyoto Protocol and the U.S.
martker trend to energy independence

as a resul of rising oil and natural gas
prices. Countryside is actively evaluating
opportunities in power generation and
utility infrastructure, with a view to
increasing unitholder value and growing
discriburtions.
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MANAGEMENT'S responsibility report

The accompanying donsolidared financial statements of Countryside Power Income Fund were prepared by management,
gd } : g

which is responsiblei for the inregriry and fairness of the informarion presented, ncluding the amounts based on estimates

and judgments. Thege consolidared financial stacements were prepared in accord

ince with Canadian generally accepred

accounting principlds. Financial informartion appearing throughout this Annual Repore is consistent with these consolidated

financial statements)

In discharging ics rc%ﬁponsibility for the integrity and fairness of the consolidaced
- . ! . . . .

systems from which they are dereived, management maineains internal conerols d

authorized, assers are safeguarded and proper records ave maintained.

The Board of Trustges oversees management’s responsibilities for financial repon

Ernst & Young, indx#pcndcnr auditors appointed by the unitholders of the Fund

tinancial statements and for the accounting

signcd to ensure thar transacrions are

ting chrough a Joine Audic Commirccee. This

Joint Commirree reviews the consolidared financial statements of che Fund and fecommends chem ro the Board for approval.

upon the recommendation of the Audic

Commictee, have pc“ormcd an independent audic of the consolidated financial fracements, and cheir report follows. The unit-

holders” audirors have full and unresericred access to the Joine Audic Commitrec

Géran Maornhed
President and Chief Exccutive Officer
Countryside Ventures LLC

Edward M. Campana

AUDITORS report

To the Unitholders bt Country side Power rvonie - and

We have audited ché consolidaced balance sheets of Countryside Power Income
¢ }

and the consolidared statements of income and deficic and cash Hows for che yea

period from Februaty 16, 2004 to December 31, 2004, These financial statema

of the Fund. OQur re¢sponsibility is to express an opinion on chese financial stace

T ! . - . ~ . ..
We conducred our dudics in accordance with Canadian generally accepred audid

1 . . =
thac we plan and pettorm an audic to obrain reasonable assurance whether che fi

ro discuss cheir atdic and relared findings.

Exceutive Vice Presidend & Chicf Financial Officer
Countryside Ventures LLC

Fund as ar December 31, 2005 and 2004
- ended December 31, 2005 and for the
ts are the responsibilicy of management

henes based on our audirs.

|
1 seandards. Those standards require

wncial stacements are tree of marerial

misscatement. An dudit includes examining, on a1 test basis, evidence supporting the amounts and disclosures in the

financial stacemenrs. An audic also includes assessing the accounting principles

made by management, as well as evaluating che overall financial statement presey

In our opinion, these consolidared Hnancial statements present fairly, in all mare

Fund as at Decembér 31, 2005 and December 31, 2004 and che resules of its op
i

ended December 31, 2005 and tor che period from February 16, 2004 to Decem

generally accepred agcounting principles.

Toronro, Canada,

March 9, 2006.

Chartered

(/ngt‘ 38)

1sed and significine estimares
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ration.

fial respeers, the fin.mci.ll position of the
rracions and its cash flows for the year

ber 31, 2004 in accordance wich Canadian
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CONSOLIDATED BALANCE SHEETS

As at December 31 {in thousands of Canadian dollars]

2005 2004
S S

ASSETS
Current
Cash and cesh equivalents 10,312 3.035
Accounts reczivable [note 15] 13,025 3,227
Inventories [rote 6] 1,310 1,054
Prepaid expenses 1,226 170
Current portion of loans receivable from U.S. Energy Biogas Corp. [nofe 7] 2,040 1.828
Total current assets 27,913 2,314
Loans receivable from U.S. Energy Biogas Corp. [nofe 7] 101,921 103,961
Royalty interest in U.S. Energy Biogas Corp., net [note 8] 7,194 7.588
Cther assets [nofe 9] 6,804 1,982
Property, plant and equipment, net [note 10]. 72,807 30,663
Other intangibles, net fnote 11] 75,078 12,609
Total assets 291,807 166,117
LIABILITIES AND UNITHOLDERS” EQUITY
Current
Bank indebtedness [note 12] 1,615 |
Accounis payable and accrued liabilities 7,909 | 1,630
Distributions payable {note 18] 1,694 1,274
Total current liabilities 11,218 2,004
Llong-term debt [note 12] 47,500 30,000
Debentures - liability component [note 5] 62,295
Other liabilities 336 177
Future income tax liability [note 13] 1,591 282
Total liabilities 122,940 33,363
Commitments and contingencies [nofe 16]
Unitholders’ equity
Trust units [nctes 3, 5 & 14] 177,505 136,350
Debentures — equity component [note 5] 1,715
Deficit (6,580} (3,596}
Cumulative translation adjustment (3,773)
Total unitholders’ equity 168,867 132,754
Total ligbilities and unitholders’ equity 291,807 166,117

See accompanying notes

Approved on behalf of Countryside Power Income Fund:

-/ o Al

V. James Sardo James R. Anderson
Chairman of the Board Trustee
Countryside Power Income Fund Countryside Power Income Fund
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CONSOLIDATED STATEMENTS OF INCOME AND D

[in thousands of Canadian dollars, except per trust unit amounts]

=FiCHT

For the period

For the year ended : from February 16, 2004

December 31, 2005

to December 31, 2004

$ $

REVENUES ;
Energy sales 52,823 10,466
Fuel and other fess 2,252 1,676
Interest income on loans to U.S. Energy Biogas Corp. [note /] 11,546 8,55¢
Income from U.S. Energy Biogas Corp. royalty interest [nofe 8] 369 41C
Other income 171 25
67,161 21,13¢

EXPENSES ‘
Fuel, operating and maintenance 34,898 7,775
General and administration [note 20] 7753 2,053
Depreciation and amortization 8,001 ¢ 1,986
50712 11,814
Operating income 16,449 ‘l 9,322
Interest expense [note 12] 5,578 1,181
Unrealized loss {gain) on interest rate swaps [nofe 12] [312) 6GC

Reaclized gain on interest rate swap [note 12] [2,559);

Unrealized gain on foreign exchange {750}
1,957 1,247
Income before provision for income taxes 14,492 8,081

Provision for income taxes [note 13] ;
Current 22 1C
Future 1,309 506
1,331 51¢
Net income for the period 13,161 7,565

Deficit, beginning of period {3,5906)
Distributions declared to Unitholders [note 18] [16,145): {11,161}
Deficit, end of period (6,580}, (3,596)
Net income per trust unit = basic [note 14] 0.85 0.51
Net income per trost unit = diluted [note 14] 0.84 0.51

See accompanying notes
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CONSOLIDATED STATEMENTS OF CASH FLOWS

[in thousands of Canadian dollars]

For the period
For the year ended | from February 16, 2004
December 31, 2005 to December 31, 2004
S S
OPERATING ACTIVITIES
Net income for the period 13,161 7.565
Add (deduct] iters not involving cash
Depreciation and amortization 7,221 Q88
Amortization of deferred financing charges 840 998
Unregalized loss (gain) on interest rate swap [note 12] (312 60
Realized gain on interest rate swap [note 12] {2,559 -
Provision for future income taxes [note 13] 1,309 506
Unreolized gain on foreign exchange (750}
Accreted interest on Debentures [note 5] 24
18,934 10,117
Net change in nencash working capital balances related to operations 12,393) (1,409)
Cosh provided by operating activities 16,541 8,708
INVESTING ACTIVITIES I
Acquisition of Ripon Power {LC [note 4] (412‘803)1
Repayment of loans receivable from U.S. Energy Biogas Corp. {nofe 7] 1,828 1,211
Purchase of property, plant and equipment {855) [1,799)
Crigination fee on loans to U.S. Energy Biogas Corp. [note 3] - (1,340
Acgquisition of loans and funding of advences to U.S. Energy Biogas Corp. [note 3] {107,000
Acquisition of U.S. Energy Biogas Corp. royalty interest [note 3] {7,884)
Acquisition of USE Canada Holdings Corp. [note 3] (16,241)
Cash vsed in invegting activities {41,830) {133,053)
FINANCING ACTIVITIES
Acquisition of loan and working capital revolver from Union Bank of California, [note 12] {70,490}
Issuance of Debentures [note 5] 64,180
Deferred financing charges on Debentures {note 5] (3,922)]
Acquisition of foreign exchange option fee [note 15] {219)
Payment of swap breakage fee [note 12] (496} -
Proceeds from Amended Credit Facility [note 12] 48,000 30,400
Repayment of Amended Credit Facility [note 12] {30,500} {400)
Proceeds from swing line credit facility [note 12] 1,615 -
Deferred financing charges on Amended Credit Facility [notes 12] (1,001 [675)
Repayment of obligations under capital lease {31 (23)
Distributions to Uritholders [note 18] {15,725 (©,887)
Issuance of Trust Units on Offering [notes 3, 5 & 14] 44,132 149,054
Expenses of Offering [notes 3, 5 & 14] (2,977} (12,704
Repayment of loan to US Energy Systems Inc. [nofe 3] - (2,396)
Repayment of USE Canada Energy Corp. Credit Facility [note 3] (25,989)
Cash provided by linancing activities 32,566 127,380
Net increase in cash during period 7,277 . 3,035
Cash and cash equivalents, beginning of period 3,035
Cash and cash equ%vulents, end of period 10,312 3,035
Supplemental cash flow information
Inferest paid 6,235 1,156
Income taxes paid 5 42

See accompanying notes



Notes to Consolidated Financial Statements - for the year ended December 31, 2005

[all amounts in thousands of dollars except per Trust Unit amounts].

NOTE 1 - DESCRIPTION OF BUSINESS

Countryside Power Income Fund (the “Fund”) is an unincorporated, open-ended, limited purpose trust established under the laws of
the Province of Ontario on February 16, 2004. The Declaration of Trust was amendzd and restated on April 8, 2004, the date of the
initia] public offering of trust units of the Fund (the “Initial Offering”). The Fund owns 100% of Countryside Canada Power Inc.
(“Countryside Canada”)

The Fund was established to fund, through Countryside Canada, the acquisition of Countryside District Energy Holdings Corp.
(formerly known as USE Canada Holdings Corp.) consisting of the district energy systems located in Charlottetown, Prince Edward
Island (the “PEI System”) and London, Ontario, (the “London System”), (collectively the “District Energy Systems”), the acquisition
and amendment of existing loans to U.S. Energy Biogas Corp. {"USEB"), the funding of additional advances to USEB (collectively, che
"USEB Loans”) and the acquisition of a convertible royalty interest in USEB (the “USEB Royalty Interest”).

On June 29, 2005, the Fund completed the acquisition of the membership interests of Ripon Power LLC ("Ripon Power”) (formerly
known as Lightyear Rockland Partners LLC) whose principal assets are two gas-fired cogeneration facilities located in California (the
“Cogen Facilities”).

NOTE 2 - SIGNIFICANT ACCOUNTING POLICIES

The accompanying consolidated financial stacements of the Fund have been prepared by management using Canadian generally
accepted accounting principles ("GAAP”) and within the framework of the significant accounting policies summarized below.

The preparation of the consolidated financial statements in conformity with GAAP requires management to make estimares and
assumptions that affect che amounes reported in the consolidated financial statements and these accompanying notes. In the opinion of
management, these consolidated financial statements have been properly prepared wirhin reasonable limits of materialicy and within the
framework of the accounting policies. Actual results could differ from those estimates.

{a) Basis of Piresentation

Although the Fund was created on February 16, 2004, ic did not commence operations and was essentially dormant prior to the
completion of the initial public offering on April 8, 2004. As a result, the comparative statements of income and cash flows have
been presented for the period from February 16 to December 31, 2004, but only reflect operating results for the period from
April 8, 2004 to December 31, 2004. The results of Ripon Power’s operations hzve been reflected in the consolidated financial
statements of the Fund beginning on June 30, 2005.

(b) Basis of Consolidation

The consolidated financial starements of the Fund include the accounts of its wholly-owned subsidiary, Countryside Canada, and
the accounts of Countryside Canada’s direct and indirect subsidiary entities including Countryside U.S. Power Inc. (“Countryside
U.S. Power"), Countryside US Holding Corp. {“Countryside US Holding"), Ripon Power, Ripon Cogeneration LLC (“Ripon
Cogen"), Countryside Canada Acquisition Inc. ("Countryside Acquisition”), Countryside District Energy Holdings Corp.
("Countryside District Energy Holdings”) and Countryside District Energy Corp. (formerly known as USE Canada Energy Corp.).
Countryside District Energy Holdings Corp. is the legal entity that holds the District Energy Syscems. All inter-encity transactions
and balances have been eliminated on consolidation.

(¢) Use of Estimates

The preparation of consolidated financial statements in conformity wich GAAP vequires management to make estimates and
assumptions that affect the reported amounts of assets and liabilities and disclosure of contingenc assets and liabilities at the date
of the consolidated financial statements, and the reported amounts of revenues and expenses during the reporting period. Actual
results could differ from those estimates.

(d)} Cash and Equivalents
Cash and cash equivalents comprise only highly liquid investments with original maturities of 90 days or less and are recorded at
cost, which approximates marker value.

(e) Inventories

Inventories of spare and replacement parts and supplies are valued at che lower of cost, on a first-in, first-out basis, and net
replacement value. Fuel, consisting primarily of natural gas, wood chips and oil, is carried ac the lower of cost, as determined
on a weighted average basis, or net realizable value.
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Notes to Consolidated Financial Statements - for the year ended December 31, 2005

[all amounts in thousands of dollars except per Trust Unit amounts].

(f) Royalty Interest in U.S.Energy Biogas Corp.

The Royalty Interest in USEB is being amortized on a scraight-line basis ovar 20 years {note 8].

(g) Property, Plant and Equipment

(h

0]

(i

—

Capiral ussets are accounted for at their acquisition cost. mprovements thar increase or prolong the service life or capacity of an
asset are capitalized. Maintenance and repair costs are expensed as incurred. The cost of the property, plant and equipment, less
estimated residual value, is depreciated and amortized on a straight-line basis over che estimated useful lives of the assets as follows:

Years
Buildings 21-35
Equipment
Plant and distribution 1-35
Computers 3-5
Office 3-5
Vehicles 5
Equipment under capital lease 20

Assets included in construction in progress are not amortized until the installation of the assets is complete and the assets have
entered into commercial operation.

Other Intangibles

The fair values at the date of acquisition of the District Energy Systems’ customer relationships are being amortized on a
straight-line basis over 21 years [note 11]. The fair values of the power purchase agreements at the date of acquisition of the
Cogen Facilities are being amortized on a straight-line basis over their remaining lives of between 10 and 12.5 years [note 11].

Foreign Currency Translation

The assets and liabilities of the Fund's US subsidiaries having a functional currency of US dollars are translated into Canadian
dollars using the exchange rate in effect at the period end and revenues and expenses are translated at the average rate during the
period. Exchange gains or losses on translation of the Fund's net investmenc in these operations are recorded as a separate component
of Unitholders” Equity.

Financial Instruments

The Fund uses an interest rate swap contract to manage interest rate risk. Payments and receipts under the interest rate swap
contract are recognized as adjustments to interest expense on an accrual basis. Any resulting carrying amounts are included in
other assets in the case of favourable contracts and accounts payable and accrued liabilities in the case of unfavourable contraces.

Realized gains and losses on interest rate swaps are reported as a component of consolidated interest expense. The change in fair
value of the interest rate swaps are recorded as an unrealized gain/loss on the statements of income and recorded as a non-current
asset or liability.

The Fund has entered inco call option contracts to manage its foreign exchange exposure resulring from foreign exchange fluctuations.
The cost of the options was expensed with the fair value of the option contracts being recorded in other assets in the case of
favourable contracts or accounts payable and accrued liabilities in the case of unfavourable contraces ac the end of each reporting
period [note 9].

The above derivative financial instruments represent economic hedges of known exposures, however they do not qualify for hedge
accounting and therefore have been recorded ac their fair value in the consolidated financial statements.

The Fund does not engage in trading or other speculative activities with respect to derivative financial instrumencs. The fair value
of derivative financial instruments reflects the estimated amount that the Fund would have been required to pay if forced to settle all
unfavourable contracts or the amount that would be received if forced to settle all favourable contracts at year end. The fair

value represents a point-in-time estimate that may not be relevant in predicting the Fund's future earnings or cash flows.

The Fund is exposed to credit risk in the event of non-performance by its counterparties. The Fund does not anricipate non-
performance, as the counterparty to each of the interest rate swap and the call option have investment grade credit ratings from

Standard and Poor’s of A+.
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Notes to Consolidated Financial Statements - for the year ended December 31, 2005

{all amounts in thousands of dollars except per Trust Unit amounts).

(k) Deferred Financing Charges

Deferred financing charges represent fees incurred related to bank financing and ¢ebenture issuances and are being amortized on a
straight-line basis over the life of the instruments, respectively (note 9].

(I) Loan Origination Fees

Loan origination fees represent costs incurred related to the USEB Loans (as defined in the USEB Loan Agreement). These costs
are being amortized on a straight-line basis over 15 years [note 9].

{m)Revenue Recognition

Revenue derived from the sale of energy in the form of electricity, steam, hot wate: and chilled water is recognized on the accrual
basis upon delivery at rates pursuant to the relevant energy service agreements ("ESAs") with the purchasing customers. In addition
to the sale of energy under the ESAs, the Fund receives from the purchasing customers monthly capacity payments that are fixed
and are not dependent upon the amount of energy delivered to its customers. This revenue is recognized as earned on a monthly
basis. Income earned from receipt of waste fuel for the PEI System is based on long-term contracts and is recognized upon receipt
of the waste fuel at the PEI System. Income from the USEB Loans and the USEB Royalty Interest is recognized as earned.

(n) Income Taxes

Future income taxes and liabilities are recognized for the future income tax consequences actribucable to differences between the
tax and accounting bases of assets and liabilities, as well as for the benefit of tax lcsses available to be carried forward o furure years
that are more likely than not to be realized. The differences are measured using the substantially enacted tax rates and laws that will
be in effect when the differences are expected to reverse.

To the extent that the Fund's taxable income and taxable capital gains are paid or sayable to Unitholders, under che terms of the
Income Tax Act (Canada), the Fund, excluding its corporate subsidiaries, is not subject to income taxes. In addition, as the Fund is
contractually committed to distribute to Unitholders all or virtually all of its caxable income and taxable capital gains thac would
otherwise be taxable to the Fund, the Fund is not required to apply the recommer.dations of the Canadian Insticute of Chartered
Accountants Handbook ("CICA”), section 3465. Accordingly, no provision for current income taxes for the Fund is made.
Discributions may however be taxable in the hands of Unitholders.

Each of the Fund's Canadian subsidiaries are subject to corporate income and capital taxes as computed under the Income Tax Act
(Canada) and relevant provincial tax legislation and to CICA Handbook section 3465. Each of the Funds' U.S. subsidiaries are
subject to corporate and state revenue and franchise taxes as well as wichholding -ax on interest and dividends paid to Canadian
corporations. A valuation allowance is provided to the extent that it is more likely than not that future income tax assets will not be

realized.
{o) Net Income per Trust Unit

Net income per Trust Unit is based on the consolidated net income for the period, divided by the weighted average number of
Trust Unirs outstanding during the year which was 15,513,147 (from April 8 to December 31, 2004 - 14,905,366). Diluted net
income per unit is calculated by dividing consolidated net income, plus interest expense relative to the debr that is being converted
by the weighted average number of units used in the basic net income per unit calculation plus the number of units that would

be issued assuming conversion of the exchangeable unsecured subordinated deberitures into Trust Units of the Fund. For the
purposes of the weighted average number of Trust Units calculation, Trust Units are determined to be outstanding from the date
they are issued. Diluted income per Trust Unit is not calculated when the impact of the trust units issued on the exchange of the
exchangeable unsecured subordinated debentures would be anti-dilutive.

NOTE 3 - FORMATION OF THE FUND

On April 8, 2004, the Fund issued 14,905,366 Trust Units in the Initial Offering at a price of $10.00 per Unit for net proceeds of
$136,350 after deducting underwriters’ fees of $8,198 and estimated net expenses related to the offering of $4,506. The net expenses
have been adjusted to reflect the reimbursemenc by USEB of $9,340 of costs associated with the equity financing by the Fund.

The Fund also received $30,400 representing the proceeds of a new long-term debt facility ("Credit Facility”) through Countryside
Acquisition and paid deferred financing fees of $675 related to the New Credit Facility. One of the Fund's subsidiaries entered into an
interest rate swap agreement to fix the floating interest rate paid on these amounts bo:rowed under the Credit Facilicy for three years ac
a rate of 3.22% plus a stamping fee of 2%.
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Notes to Consolidated Financial Statements - for the year ended December 31, 2005
[all amounts in thousands of doliars except per Trust Unit amounts].

The net proceeds of the Initial Offering, and the Credit Facility, were used by the Fund, directly or indirectly through its wholly-owned
subsidiaries, for che following purposes:

Amount

S

1 Acquisition of Countryside District Energy Holdings from U.S. Energy Systems,  Inc. (“USEY”) 17,635
[ii] Repayment of existing longterm debt of a subsidiary of Countryside Dist-ict Energy Holdings

dnd associated interest rate swap 25,989

[ii}  Acquisition and amendment of existing loans to USEB and the funding o additicnal advances to USEB 107,000

[iv]  Acquisition of the USEB Royalty Interest [US $6,000] 7.884

[v] Funding of the Holdback account and funding of working capital 2,400

[vi]  Repayment of due to parent company 2,396

fvill  Payment of loan origination fees on USEB loans 1,340

164,644

The acquisition of Countryside District Energy Holdings, which includes the District Energy Systems, from USEY for approximately
$17,635 pursuant to a purchase and sale agreement is accounted for using the purchase method. The purchase price has been allocated
as follows:

Amount

S

Working capital, including cash of $1,394 2,393
Capital assets 29,851
Customer relationships 13,076
Future income tax asset 224
Other longterm liabilities (4,682)
Llong-term debt (23,227)
Total 17,635

Other long-term liabilities includes $2,085 of fees associated with the early termination of the interest rate swap on the long-term
debe that existed in a subsidiary of Countryside District Energy Holdings prior to the acquisition by the Fund. Subsequent to the
acquisition of Countryside District Energy Holdings, the due to parent company balance of $2,396 was repaid to USEY.

NOTE 4 - ACQUISITION OF RIPON POWER

The Fund’s investment in Ripon Power, effective June 29, 2005 was made through its newly formed, wholly-owned subsidiary,
Countryside US Holding. Financing for the transaction was provided through ar. amendment to the Fund'’s Credit Facility
(see note 12). The acquisition was accounted for using the purchase method. The purchase price was satisfied through cash
consideration of approximarely $44,000 [US $35,800], plus approximately $1,100 of transaction costs.

The purchase price has been allocated, in Canadian dollars, as follows:

Amount

$

Working capital, including cash of $2,269 4,823
Properly, plant and equipment 46,933
Power purchase agreements 69,510
Other long term liability (3,122)
long-term debt (73,072

Total : 45,072




Notes to Consolidated Financial Statements - for the year ended December 31, 2005
[all amounts in thousands of dollars except per Trust Unit amounts].

NOTE 5 - TRUST UNIT AND EXCHANGEABLE DEBENTURE OFFERING

Trust Unit and Exchangeable Debenture Offering (the “Offering”)

On November 14, 2005, the Fund and Countryside Canada closed an offering of 4,720,000 trust units at $9.35 per unit for gross pro-
ceeds of $44,132 and $64,180 [US $55,000] aggregate principal amount of 6.25% U'S. dollar denominated exchangeable unsecured
subordinared debentures (“Debentures”), due October 31, 2012 (the “Maturity Date’). The Truse Units were issued by the Fund and
the Debentures were issued by Countryside Canada. Net proceeds of the Offering were approximately $101,413 and were used to
repay indebtedness under the Fund's revolving credir facility associated with the acquisition of Ripon Power, to acquire the long-term
debt and working capital revolver of the Cogen Facilities and to pay transaction costs of the Offering with the excess remaining pro-
ceeds used for working capiral purposes.

Debentures

Interest will be paid in US dollars, semi-annually in arrears on April 30 and October 31, in each year commencing on April 30, 2006.
The first interest payment will include accrued and unpaid interest for the period from the closing of the Offering to April 30, 2006.
The payment of Debenture principal and interest is subordinated in right of paymenct to the prior payment of all senior indebredness of
the Fund.

Each Debenture will be exchangeable for Units at the option of the holder at any time prior to the close of business on the eatlier

of the Maturity Date and the business day immediately preceding the date specified by Countryside Canada for redemption of the
Debentures, at an exchange price of $10.75 per Unit (the "Exchange Price”) being a ratio of 109.4884 Units per one thousand US
dollars in principal amount of Debentures, subject to adjustment in certain events in 1ccordance with the trust indenture governing the
terms of the Debentures. Holders exchanging their Debentures will receive accrued and unpaid interest thereon for the period from
the last interest payment date on their Debentures to the date of exchange. Notwithstanding the foregoing, no Debentures may be
exchanged during the five business days preceding April 30 and October 31 in each year as the registers of the Debenture Trustee (as
defined herein) will be closed during such periods.

The Debentures may not be redeemed by Countryside Canada on or prior to October 31, 2008, except in the event of the satisfaction
of certain conditions after a Change of Control (as defined herein) has occurred. Thereafter, but prior to October 31, 2010, the
Debentures may be redeemed, in whole or in part, at a price equal to the principal amount thereof plus accrued and unpaid interest

on not more thar; 60 days’ and not less than 30 days’ prior notice, provided that the wzighted average trading price of the Units on the
TSX for the 20 consecutive trading days ending five crading days preceding the date on which notice of redemption is given is not less
than 125% of the Exchange Price. On or after October 31, 2010 and prior to the Maturity Date, the Debentures may be redeemed by
Countryside Canada, in whole or in part, at a price equal to the principal amount thereof plus accrued and unpaid interest on not more
than 60 days' and not less than 30 days’ prior written notice.

Subject to regulatory approval, Countryside Canada may, ac its option, elect to satisfy its obligation to pay the principal amount of the
Debentures on redemption or at maturity through, in whole or in part, the delivery of freel- tradeable Units. The Fund will eake all
actions and do all things necessary or desirable to enable and permit Countryside Canada, in accordance with applicable law, to perform
its obligations ro deliver the requisite number of Units to the extent holders exercise their exchange righe.

The Fund performed a valuation of the embedded holder option on the Debentures and determined that its value on November 14,
2005 was $1,715. Such portion of the value of the Debentures has been recorded as 4 component of unitholders’ equity. The liability

component of the Debentures will be accreted to the face value of the Debentures over the term to maturity and accretion for the period
will be included in interest expense in the consolidated statements of income (for the year ended December 31, 2005 - $24).

NOTE 6 - INVENTORIES

Inventories consist of che following:

December 31, 2005  December 31, 2004

S S

Spare pars 822 778
Fuel 488 276
1,310 1,054
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Notes to Consolidated Financial Statements - for the year ended December 31, 2005

[all amounts in thousands of dollars except per Trust Unit amounts].

NOTE 7 - LOANS RECEIVABLE FROM U.S. ENERGY BIOGAS CORP.

The interest rate on the USEB Loans is 11.0% per annum with a maturity date of April 8, 2019, subject to mandatory prepayment
provisions and prepayment at cthe option of the lender after 10 years. The USEB Loans are denominated in Canadian dollars and
principal and interesc is paid monthly. Approximately 56% of the aggregate principal amount of the USEB Loans will amortize over
the term of the USEB Loans, gradually increasing from 1.6% of the aggregate principal amount in the first year to 7.3% in the

15th year. The USEB Loans are collateralized by all the assets of USEB.

Principal repayments over the next five years and thereafter are as follows:

Principal

S

2006 2,040
2007 2,276
2008 2,539
2009 2,833
2010 3.161
Thereafter ‘ Q1,112
103,961

Less current portion 2,040
Long term partion 101,921

NOTE 8 - ROYALTY INTEREST IN U.5. ENERGY BIOGAS COCRP.

The Fund, through Countryside Canada, acquired a convertible royaley interest in USEB for $7,884 [US $6,000] at closing of the
Initial Offering. For each fiscal quarter prior to that in which the USEB Royalty Interest becomes convertible, the amount of the royalty
payable to Countryside Canada will be 7% of USEB Distributable Cash Flow plus an additional percentage of USEB Distributable
Cash Flow equal to 1.8% of USEB Revenues (both as defined in the USEB Rovalty Agreement). The royalty payment is subject to a
distribucion cap such that no royalties may be paid unless, at the time of such payment, 104.09% of such amount is paid to holders of
the USEB common stock, which are currendy USEY and Cinergy Energy Solutions, Inc. ("Cinergy”).

After the USEB Royalty Interest becomes convertible, but remains unconverted, Countryside Canada will be entitled to receive
royalties equal to 49% of the USEB Distributable Cash Flow. The USEB Royalty Interest is convertible at any time in the event of
the prepayment in full of the USEB Loans, or on or after the 20th anniversary of the closing of the Initial Offering into non-voting
common shares of USEB, representing 49% of the number of common shares of USEB outstanding ac the time of conversion.

Upon conversion of the USEB Royalty Interest, Countryside Canadass right to receive royalties will terminate.

Amounts owning under the USEB Royaley are payable quarterly, in arrears.

NOTE 9 - OTHER ASSETS

Other assets consist of the following:

December 31, - December 31,
2005 2004
$ S
Deferred financing fees, net of accumulated amortization of $215 {2004 - $169) 4,671 506
Locn origination fees, net of accumulated amortization of $156 {2004 - $67) 1,184 1,273
Longerm receivable 571 202
Fair value of foreign exchange option contract 215 -
Fair value of interest rate swap and other [note 12] 253 1
6,894 1,982
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Notes to Consolidated Financial Statements - for the year ended December 31, 2005

[all amounts in thousands of dollars except per Trust Unit amounts].

Deferred financing fees related to the original Credit Facility of $415 were written off in the second quarter of 2005 because the
Amended Credit Facility was entered into in order to finance the acquisition of Ripon Power [note 12].

Approximately $3,922 in costs related to the Debentures were deferred and will be amortized over the term of the Debencures.
These have beer, included in deferred charges commencing in the fourch quarter of 2005.

NOTE 10 - FROPERTY, PLANT AND EQUIPMENT

Property, plant and equipment consist of che following:

December 31, 2005 December 31, 2004
Accumulated Accumulated
Cost depreciation Cost depreciation
S ) S S
land 2,898 - 339
Buildings 3,149 187 2,648 76
Equipment
Plant and distribution 70,431 4,173 27,269 819
Computers ) 26 65 32
Office 38 8 87 4
Vehicles 169 49 102 47
Construction in grocess 139 - Q04
Equipment under capital lease 352 21 236 ?
77,271 4,464 31,650 987
Net book value 72,807 30,663
NOTE 11 - CTHER INTANGIBLES
Orther intangibles consist of the following:
December 31, December 31,
2005 2004
S S
Customer relationships, net of accumulated amortization of $1,090 (2004 - $467) 11,986 12,609
Power purchase agreements, net of accumulated amortization of $2,663 63,092 -
75,078 12,609

Customer relationships relate to the purchase of the District Energy Systems. Power purchase agreements were acquired as part of the
purchase of the Ripon Power assets.

NOTE 12 - LONG-TERM DEBT

On June 27, 2005, Countryside Acquisition amended its revolving credit facility ("Amended Credit Facility”), with Toronto Dominion
Bank as sole lender (a Canadian chartered bank), to increase the amount of the commitment in order to facilitate the acquisition of
Ripon Power. On August 12, 2005, the Amended Credit Facility was subsequently syndicated to include Royal Bank of Canada and
Canadian Imperial Bank of Commerce as lenders. The Amended Credit Facility provides up to a $78,000 revolving credit commitment
with no principal repayment uncil its maturity on June 27, 2008. The Amended Credir Facility also allows for a swing line of credit

in the amount of $2,000 and has the same three year maturiry as the Amended Credit Facility. Advances under the Amended Credic
Facility are availakle to be drawn in either Canadian or U.S. dollars. The interest rate on Canadian dollar advances will be based

on either Canadian prime rate or bankers acceptances and U.S. dollar advances will be based on either U.S. base race or London
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Interbank Offered Race ("LIBOR”). The applicable margin or stamping fee on the respective base race will be tied to the leverage ratio
of Countryside Acquisirion’s parent, Countryside Canada calculated at the end of each calendar quarter. The stamping fee may change
in the future if che leverage ratio changes, which could result in an increase or decrease in the effective rate of interest paid on the
long-term debe. A standby fee based on che acrual leverage racio of Countryside Canada is charged on the unutilized portion of the
Amended Credit Facility and the swing line of credit. The Amended Credit Facility was further amended on November 14, 2005 to
accommodate the Offering. The Amended Credit Facility further allows for letcers of credic to be issued, which if issued reduces the
amount of available revolving credit commitment accordingly. The fee paid on the letter of credit is also tied to the leverage ratio of the
Borrower’s payout.

As at December 31, 2005, $47,500 was drawn under the terms of the Amended Credic Facility in che form of bankers’ acceptances at
3.53%, plus a stamping fee of 2.375%. Of the $2,000 swing line of credit, $1,61% was drawn at December 31, 2005 at Canadian
prime rate of 5.0%, plus a spread of 1.375%. A $3,489 [US $3,000] letter of credit was issued on November 14, 2005 under the
Amended Credit Facility and will expire on November 14, 2006 unless excended. The letter of credit replaces a letrer of credit issued
under the Ripon Credit Facility (defined herein) and essentially provided credit support to the Cogen Facilities' fuel supplier for natural
gas purchases. The letter of credit is currently subject to 2 fee of 2.375% per anrum. At December 31, 2005, $27,396 was not drawn
on the Amended Credit Facility, including $385 that was not drawn on the swing line of credic. Boch undrawn amount is subject to

a standby fez of 0.60% per annum. The effective rate of interest for amounts drawn under the Amended Credit Facility is che funded
base rate plus the stamping fee, increased or decreased by any amounts due or owed, respectively, by the Borrower under the interest
rate swap as described below. For a portion of the quarter ended December 31, 2005, the Fund chose to borrow at Canadian

prime rate in anticipation of the Offering [note 5].

As of April 8, 2004, the Borrower entered into an interest rate swap agreement to fix the interest rate paid on $30,000 of its' long-term
debe at a race of 3.22%, which is based on bankers acceprances. On December 6. 2005, this swap was renegotiated which resulted in a
new swap agreement with a notional amount of $47,000 and a fixed rate of 3.87%. The swap matures on June 27, 2008 and payments
are due every three months.

As at Decernber 31, 2005, the fair value of the interest rate swap agreement was $253 favourable and has been included with other
assets on the consolidared balance sheets.

Amounts drawn under the Amended Credit Facility are principally collateralized by (i) a general security agreement and securities
pledge from Countryside Acquisition, (if) a guarantee, general security pledge and assignment of insurance proceeds by Countryside
Districe Energy Holdings Corp. and by Counceryside District Energy Corp. and (iii) a guarantee and general security agreement by
Countryside Canada. The Countryside US Holding and Ripon Power assets a:e excluded from the collateral pool under the Amended
Credit Faciliry.

At December 31, 2005, the fair value of the amount drawn on the Amended Credit Facility approximated its carrying value.

Ripon Credit Facility

Ripon Cogen, the operating subsidiary of Ripon Power, entered into a credit facilicy dated as of March 24, 2005 among a syndicate of
U.S. Banks, led by Union Bank of California, N.A. ("UBOC"), in its capacity as administrative agent, collateral agenr and issuing bank
on behalf of the lenders (“Ripon Credit Facility”). The Ripon Credit Facility and working capital revolver was acquired by Councryside
US Holding at the closing of the Offering with a portion of the net proceeds of the Offering. Prior to November 14, 2005, the Ripon
Credirt Facility included a $69,198 {US $59,500] term loan facility macuring on April 25, 2018, a $5,815 [US $5,000] debe service
reserve letter of credit expiring on March 24, 2015), a $3,489 [US $3,000] lette: of credit issued for benefit of a fuel supplier with an
expiration of July 10, 2006, and a $2,326 [US $2,000] working capiral revolver maruring on March 24, 2008.

The term lcan facility was available to be drawn in U.S. dollars, and the interest rate was based either on the U.S. prime, or LIBOR rate,
plus an applicable margin which escalated throughout the loan term.

The debr service reserve and the fuel supplier letrers of credit were subject to fees on the issued amount, equal to the then applicable
margin of the term loan facility.

As of March 30, 2005, Ripon Cogen entered into an interest rate swap agreement with UBOC to fix the interest rate paid on the
fully drawn balance of the term loan facility at 4.939% per annum. The applicable margin in effect during the period from the date of
the Fund’s acquisition of Ripon Power through the Ripon Credit Facility repayment date was 1.50%. The swap maturity coincided
with the macurity of the Ripon Credit Facility on April 25, 2018. The notional amount of the swap was initially US$59,500 and was
adjusted each quarter to macch the amortization of the term loan facility.

On October 25, 2005, the interest rate swap agreement was terminated at 2 cost: to the Fund of $496 [US $425).
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NOTE 13 - FUTURE INCOME TAX LIABILITY

The income tax expense consists of the following:

For the  For the period from
year ended February 16, 2004 to
December 31, 2005  December 31, 2004

S ]
Current 22 10
Future 1,309 506
Provision for income taxes 1,331 516

The future income tax liability consists of the following:

December 31,2005  December 31,2004

$ S
Future income tax asset
losses available for carry forward 3,300 3,302
Property, plant and equipment Q24 306
Loss on interest réte swap - 18
Future income tax liability
Customer relationships {4,395) (3,908)
Gain on interest rate swap °n -
Difference between tax and book income of U.S. subsidiary (1,329}
Net future income:tax liability (1,591) (282)

The provision for income taxes differs from the expense that would be obtained by applying Canadian statutory tax rates as a result of

the following:
For the  For the period from
yeor ended  February 16, 2004 to
December 31, 2005  December 31, 2004
S S
Consolidated income before provision for income taxes 14,4972 8,081
Income not subject to tax accounting 13,750 10,114
Lloss before income taxes 742 {2,033)
Cambined federal and provincial income taxes at statutory rate of 37% [2004 - 37%) 277 {751
Manufacturing and processing deduction (42) (132)
Change in future tax rates 45 -
Losses not benetfited 2,550 1,389
Losses not previously recognized (1,521 -
Other 22 10
Provision for incorie taxes 1,331 516

At December 31, 2005, the Fund has non-capital losses available for carry forward of zpproximately $29,859 to reduce furure taxable
income. The cax benefit associated with the District Energy Systems in respect of approximately $20,859 of these losses has not been
recognized in the accounts of the Fund as ar December 31, 2005. The majority of these losses expire starting in the year 2006.
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The Fund loaned $107,000 to USEB in 2004, and loaned Countryside US Holding $60,638 [US $52,139] by way of an intercompany
note during 2005. The Fund has been advised by US tax counse! that interest paid by USEB on the USEB Loans should be

deductible by USEB and that interest paid by Countryside US Holding on the intercompany note should be deductible by Countryside
US Holding for US federa] income tax purposes. The interest on the USEB loans is not subject to any US withholding tax, however,
the Countryside US Holding note is subject to US withholding tax at 10%. The consolidated financial statements of the Fund reflect
this opinion. However, there is a risk thar the Internal Revenue Service (“IRS”) could successfully challenge such treatment, resulring
in some or all of the interest on the USEB Loans being non-deducrible by USEB and/or also resulting in some or all of the interest on
the intercompany note to Couneryside US Holding being non-deductible by Countryside US Holding and some or all of such interest
being subject to US withholding rax at rates of 10% to 30%. As a result, the amount of funds available for distribution to Unitholders
could be redirced.

Although managemenc believes that it is unlikely chat the IRS would be successful, the application of withholding tax could result in
the Fund incurring a liability for taxes. If the Fund were to become liable to pay or remit any withholding tax, other than a withholding
tax arising from a disposition of the USEB Loans by the Fund, USEB will be required to increase the amount of interest paid to the
Fund with respect to the USEB Loans such that, after such withholding tax, the Fund will receive the same amount that it would have
received in the absence of such withholding tax.

In addition to che foregoing, and in common with other complex international business structures, the Fund is subject to various
additional uncertainties concerning the interpretation and application of Canadian and U.S. tax laws. If tax authoricies disagreed with
the Fund’s application of tax laws, the Fund's profitabilicy and cash flows could bz adversely affected.

NOTE 14 - TRUST UNITS

The Declaration of Trust provides that an unlimited number of Trust Units may be issued. Each trusc unit represents an equal
undivided beneficial interest in any distribution from the Fund and in any nert assets of the Fund in the event of termination or wind-
up. All trust units are of the same class with equal rights and privileges.

The trust units are redeemable at the holder’s option ar an amount equal to the lesser of: (a) 90% of the “marker price” of the Trust
Units on the principal market on which the Trust Unics are quoted for trading during the 10-trading day period ending on the date on
which the Trust Units were surrendered for redemption (the "Redemption Date”); and (b) 100% of the “closing marker price” on the
principal market on which the Trust Units are quoted for erading on the Redemption Date. Redemptions are subject to a maximum of
$50 in cash redemptions in any particular month.

On November 14, 2005, the Fund closed an offering of 4,720,000 Truse Units and $63,965 [US $55,000] aggregate principal amount
of 6.25% Debentures [note 5]. The Trust Unit portion of the offering resulted in net proceeds of approximarely $41,155 afrer che
deduction of $2,207 in commissions and $770 in related transaction costs.

Number of Units Amount

S

Balances at April 8, 2004 and December 31, 2004 14,905,366 136,350

fssued frust units at November 14, 2005 4,720,000 44,132

fssue costs (29771

Balance at December 31, 2005 19,625,366 177,505
The reconciliation of the denominator in calculating diluted per unit amounts is as follows:

For the For the period

year ended from April 8 to

December 31,2005

December 31, 2004

Weighted average number of units outstanding, basic 15,513,147 14,905,366
Effect of dilutive securities:

Exchangeable unsecured subordinated debentures 775,418
Weighted u{reruge number of units outstanding, diluted 16,288,565 14,905,366
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NOTE 15 - CONCENTRATION OF CUSTOMER CREDIT RISK

Derivative Financial Instruments

In addition to the interese rate swap contracts (note 12), the Fund has purchased thirty-six consecutive monthly "knockout” call option
contracts, commencing in January 2006, which have an exercise price of US $0.89 per Canadian dollar, at a cost of $219 and a notional
amount of approximately US$5,300. To the extent that the US/Canadian dollar exchange rate reaches $0.84 (the “knockout price”) at
any time while the option contracts are still in effect, the remaining unexpired monchly call option contracts will immediately expire and
be automatically replaced with forward foreign exchange contracts with the same scheduled monthly Canadian dollar amounts at the
exchange rate equal to the knockout price.

Concentration of Credit Risk

The Fund is dependent upon the operations and assets of USEB through the USEB Loans and the USEB Royalty Interest.

Each of the Cogen Facilities has one primary utility customer as well as one industriz| cuscomer to which it provides steam, under
long-term concract. The Fund’s credit risk exposure in the event of non-performance by its customers is limited to the face value of the
receivables. No collareral is required on these receivables.

Electricity sale pursuant to the PPA with Southern California Edison ("SCE”) and Facific Gas & Electric ("PG&E") accounted for
31% and 17%, respectively, of revenue for the year ended December 31, 2005. Approximately 51% of the year end accounts receivable
balance was due from SCE relating to electricity sales.

NOTE 16 - COMMITMENTS AND CONTINGENCIES

Commitments

As of April 8, 2004, Countryside Canada delivered a performance guarantee in favour of WPS Energy Services, Inc. ("WPS")
respecting Countryside District Energy Holding Corp’s future obligations to WPS under the Master Natural Gas Sales and Purchase
Agreement dated December 1, 2001 (the “Purchase Agreement”). All nacural gas ucilized by the London System (a division of
Countryside District Energy Corp.) is purchased under the Purchase Agreement with WPS. Such guarantee is limited to an aggregate
amount of $1,000 and to liabilities incurred prior to December 31, 2005 or such earlizr date designated by Countryside Canada on 10
days notice to WPS. The Fund renewed the guarantee, effective January 1, 2006 to an aggregate amount of $1,200, covering the period
up to December 31, 2008.

The Cogen Facilities are comprised of the “Ripon Facility” and the “San Gabriel Facilicy”. Each faciliry has a gas turbine lease agreement
with a third party, to have turbines available for cheir use during the year in the case of malfunction of the existing equipment. The
annual cost of these leases is approximately $343 [US $295]. The leases expire in August 2006 and July 2007, respectively. Both leases
are subject to an annual escalation amount based upon an inflation factor.

The Cogen Facilities have two power turbine lease agreements with a third party, one for each facility, to have a rotor, turbine casing and
transition duct available for their use during the year in the case of malfunction of the existing equipment. The annual cost of each of
these leases is approximately $58 [US $50]. Both leases expire in March 2009.

Under the Cogen Facilities' fuel purchase agreemencs with British Petroleum ("BP"), cach facility is required to purchase 10,000 Million
British Thermal Units ("MMBtu’s”) of natural gas each day. This purchase commitment is effective for both facilities through the life
of agreements, which expire on June 30, 2006. The price of fuel for the Ripon Facility is fixed at $6.17 [US $5.31) per MMBtu under
its fuel purchase agreement. Accordingly, the Ripon Facility’s approximate minimum future fuel commitments subsequent to December
31,2005 are $11,168 [US $9,611] for 2006. The price of fuel for the San Gabriel Facility resets monthly at current market prices. As
such, the San Gabriel Facility’s total fuel cost commitments through June 30, 2006 are not reasonably determinable. The San Gabriel
Facility's effective price of fuel was $9.76 [US $8.39] per MMBtu for December 2005.

Operation and maintenance agreements have been entered into with North American Energy Services Company ("NAES”) for the
operation and maintenance of each of the Cogen Facilities. The agreements cover the operation of the two plant facilities including
administration of all payroll and benefics for planc staff, plant operations and compliance and facilicy level accounting. Annual fees
for each of these agreements are $198 [US $170] plus an incentive payment, which is 2 maximum of $93 [US $80] per year. These
agreements expire in 2011

Commitments under other operating leases at December 31, 2005 are: 2007 - $428; 2008 - $406; 2009 - $284; 2010 - $246; 2011 and
thereafter - $417.
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Contingencies

A proceeding is currently pending before the California Public Utility Commission ("CPUC"), in which the CPUC is considering
whether to apply a March 2001 ruling which decreased “Short Run Avoided Cost” or "SRAC” levels retroactively for the period from
December 2000 to March 2001. Such a ruling could, in theory, apply to many Qualifying Facilities ("QF’s”) in California, including

the Cogen Facilities and may lead utilicies to seek refunds or offsets from the QF's which sold the utilities’ power during such 4 month
period. While management believes that such a resule is unlikely, the outcome of such a regulacory proceeding cannot be predicted with
certainty. Even in the event of an adverse result, management believes Ripon would have several meritorious legal defenses under federal
and stace law which should protect Ripon from any material adverse impact. However, there is no assurance that Ripon would prevail
on such defenses if called upon to assert them. If the CPUC ultimately adopts a final order imposing a retroactive modification to the
SRAC formila, and a remedy based thereon is ordered or authorized, and if such final order and remedy is not reversed on appeal

or otherwise enjoined, QFs including the Ripon and San Gabriel Facilities could be required to make refunds and/or accept reduced
payments (by way of offset of past overpayment against future payments for power delivered) under their respective PPAs. Such
refunds or reduced payments could materially and adversely affect the Cogen Facilicies ability to generate distribucable cash.

In December 2005, two shareholders of USEY commenced an action in the Delaware Court of Chancery against USEY, the current
directors of ISEY, certain former directors and officers of USEY, the Fund and Councryside U.S. Power alleging, among other things,
that the defendants violated the Delaware General Corporations Law and fiducizry duties to USEY shareholders in connection with
USEY's sale of indirect ownership of the District Energy Systems to the Fund and the consummation of the April 2004 USEB

Loan transaction. The Plaintiffs seek damages and equitable relief. The Fund ar.d Countryside U.S. Power believe that the claims
alleged againsc them are without merit and have moved to dismiss the action on, among other grounds, failure to state cause of action,
unreasonablé delay and lack of personal jurisdiction. Such motion is pending. In che event the suit is neicher resolved nor dismissed,
the Fund and Countryside U.S. Power intends to defend the suit vigorously. Although the likelihood of an adverse judgment cannot
be assessed ar this early stage, the Fund and Countryside U.S. Power do not believe it is likely chat the litigation will have a marerial
adverse affect on the Fund or Countryside U.S. Power.

NOTE 17 — DEVELOPMENT AGREEMENT WITH CINERGY AND JSEY

As of April 8, 2004 Countryside U.S. Power entered into a Development Agreement with an indirect subsidiary of Cinergy and USEY
under which, subject to its terms and conditions, the Cinergy subsidiary and US:ZY may concribuce their experience and financial
resources to the acquisition, development, improvement and operation of energy projects that they choose to pursue and thac will meet
the Fund's irvestment and growth objectives. Couneryside U.S. Power provides investment analysis and evaluation services on behalf
of all parties to the agreement. In consideration for these services, Countryside U.S. Power is to be paid an annual fee of approximately
$512 [US $440] from an indirect subsidiary of Cinergy and USEY. Commencing in May 2005, USEY stopped making payments
with respect to its portion of the fees. Countryside U.S. Power and USEY are in discussions concerning USEY's obligations under the
Development Agreement.

The Development Agreement has an initial term of five years and will be auromatically renewed for an additional five year term unless
terminated by any party.

NOTE 18 - DISTRIBUTIONS TO UNITHOLDERS

Distributions rotaling $1.0285 per Trust Unit (2004 - $0.7488) being aggregate distributions of $16,145 (2004 - $11,161) were
declared. For income tax purposes $5,531 (2004 - $2,519) of che distributions are treated as a return of capital.

Discributions are declared for unitholders of record on the last business day of a zalendar month to receive distributions on or about the
30ch day of the following month. Holders of units who are non-residents of Canada will be required to pay all applicable withholding
taxes payable in respect of any distributions by the Fund.

NOTE 19 - SEGMENTED DISCLOSURE

The Fund owns and operates the District Energy Systems and the Cogen Facilities. It also had a loan to, and a convertible royalty
incerest in, USEB, which is included with the Fund's corporate administrative operations for reporting purposes. These three assets

represented the Fund’s reportable segments at December 31, 2005.

The Fund aralyzes the performance of its three operating segments based on earaings before interest, income taxes, unrealized and
realized interest rate swap and unrealized foreign exchange gains and losses, and depreciation and amortization ("Adjusted EBITDA”).
Adjusted EBITDA is not a standard measure under Canadian GAAP and hence may not be comparable to similar EBITDA
informarion presented by other funds.

The Cogen Facilities were purchased on June 29, 2005, thus the results in the yezr ended December 31, 2005 represent six months of
operations. Similarly, the operating results of the District Energy Systems are reflected from the date they were purchased by the Fund
on April 8, 2004 in the table entitled 267 days ended December 31, 2004.
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Year Ended December 31, 2005

District Energy Cogen Facilities Corporate and Other Total

Revenues
Energy 17,932 34,891 - 52,823
Other 1,894 49 12,395 14,338
19,826 34,940 12,395 67,161

Expenses
Fuel, operating and maintenance 12,894 22,004 - 34,898
General and administration 1,046 754 5,953 7.753
13,940 22,758 5,953 42,651
Adjusted EBITDA 5,886 12,182 6,442 24,510
Depreciation of property, plant & equipment 3,363
Other asset amortization 4,698
Operating income 16,449
Capital expenditures 834 - 21 855

267 Days Endec| December 31, 2004

District Energy Cogen Facilities  Corporate and Other Total

Revenues
Energy 10,466 - - 10,466
Other 1,278 - Q,392 10,670
11,744 - 2,392 21,136

Expenses
Fuel, operating and maintenance 7,775 . 7775
General and administration 758 - 1,295 2,053
8,533 - 1,295 2,828
Adjusted EBITDA 3,211 - 8,097 11,308
Depreciation of property, plant & equipment 88
Other asset amortization 998
Operating income 9,322
Capital expenditures 1,701 - Q8 1,799

December 31, 2005

December 31, 2004

S S
Taotal assets
District Energy 35,899 31,756
Cogen Facilities 124,041
Corporate and Other 131,867 134,361
271,807 166,117

December 31, 2005

December 31, 2004

S S
Total other intangibles, net
District Energy i
Cogen Facilities 63,092 -
Corporate and Other 11,986 12,609
75,078 12,609
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All assets, liabilities and revenues located in Canada relate to the District Energy Systems. All assets, liabilities and revenues locared

in the United States relate to Ripon Power, Countryside US Holding or Countryside U.S. Power, as well as the USEB Loans, USEB
Royalty Interest, the income from the USEB Royalty Interest and the development fee revenue, which are earned from entities based in
the United States.

Capital expenditures included in the table above include both non-expansionary =xpenditures for regular operations as well as capital
expenditures for improvement or growth projects.

NOTE 20 - RELATED PARTY TRANSACTIONS

Independence Power LLC
On June 29, 2005, Countryside US Holding, an indirect subsidiary of the Fund, paid $437 to Independence Power LLC

(“Independence”) in consideration for services performed in the normal course of development operations by Independence for
Countryside US Holding in connection with the origination and structuring of the acquisition of Ripon Power LLC. This amount
was recorded as part of general and administration expenses. Independence is controlled by members of senior management of the
Fund who serve as officers and directors of certain Fund subsidiaries including Countryside US Holding and Countryside U.S. Power.
Independence changed its name to Countryside Ventures LLC (“Countryside Veatures”) on September 19, 2005.

Management Agreement

On September 23, 2005, Countryside US Holding and Countryside Canada entered into a management agreement {“Management
Agreement”) with Countryside Ventures (the “Manager”). Under the terms of the Management Agreement, effective November 1,
2005, Countryside Ventures commenced, providing management and adminiserative services to Countryside Canada and Countryside
US Holding as well as new growth opportunities under long-term agreements. Effective November 1, 2005, Countryside Ventures
commenced employing the Fund’s current executive management team on a full time basis as well as its administrative and development
staff. The Fund, through Countryside US and Countryside Canada, has a righe of first offer on all investment opportunities developed
by Countryside Ventures that meet the Fund's investment criteria. In consideration for providing the management and adminiserative
services under the Management Agreement, the Manager shall be entitled to reimbursement from Countryside US Holding and, to the
extent the Manager provides services to Countryside Canada at its request, Countryside Canada, of all costs and expenses reasonably
incurred by the Manager and its affiliates in carrying out the services described above. During 2005, a total of $805 was paid to
Countryside‘\/entures pursuant to the Management Agreement.

Administration Agreement

On September 26, 2005 the Fund and Countryside U.S. Power entered into a Management and Administration Agreement
("Administration Agreement”) with Countryside Canada Ventures Inc. {"Countrvside Ventures Canada”), which is a wholly owned
subsidiary of Countryside Ventures. Under the Administration Agreement, which was effective November 1, 2005, Countryside
Ventures Canada commenced providing management and administrative services to the Fund and Countryside Canada. In carrying
out the services described above, Countryside Ventures Canada and its affiliates will be entitled o reimbursement from the Fund and
Countryside Canada of all costs and expenses incurred in connection therewith. During 2005, a total of nil was paid to Countryside
Ventures Canada.

Operating Agreement

In conjunction with the Management Agreement, Countryside US Holding and Countryside Ventures entered into an Operating
Agreement cn November 3, 2005 respecting Ripon Power which will be effective as of July 1, 2005. This agreement will implement

for the Ripon Power acquisition, the long-term incentive plan provided for in the Management Agreement. Under che terms of the
Operating Agreement, Countryside US Holding will hold a preferred membership interest (the “Preferred Interest”) entitling it to
preferred distributions of “net cash flow” from operations and “net cash proceeds” from capiral transactions as such terms will be defined
in the Operaring Agreement. Countryside US Holding and Countryside Ventures will, hold subordinate membership interests (the
“Subordinate Interests”) entitling them to residual distributions made to members, after distributions made in respect of the Preferred
Interest, in a ratio of 75:25. Countryside Ventures Subordinate Interest distribution is subject to downward adjustment and mutual
exchange rights as provided in the Management Agreement. During 2005, a total of $1,515 was paid to Countryside Ventures pursuant
to the Operating Agreement related to its Subordinated Interests.

NOTE 21 - COMPARATIVE AMOUNTS

The comparative consolidated financial statements have been reclassified from statements previously presented to conform to the
presentation of the current year consolidated financial statements.
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